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FINANCIAL HIGHLIGHTS

2007 (1) 2006 (2) 2005(3) (4 2004 (3} (5) 2003 (3} (6)

Net Sales $ 508,981,000 389,788,000 325990,000 271,209,000 238,872,000
Operating Profit $ 38,980,000 17,934,000 8,210,000 1,780,000 4,685,000
Incame {Loss) from Continuing $ 110,724,000 10,715,000 4,848,000 889,000 2,097,000
Operations, Net of Tax
{Loss) Income from Discontinued Qperations,

Net of Tax $ (31,000) 2,815,000 586,000 591,000 1,343,000

Net Income $ 110,693,000 13,530,000 5,434,000 1,480,000 3,440,000
Basic Earnings Per Comnmon Share;

Continuing Operations 5 10.39 1.03 0.48 0.09 022

Discontinued Operations $ - 0.27 0.06 0.06 0.14
Basic Earnings Per Common Share % 10.39 1.30 0.54 0.15 0.36
Diluted Farnings Per Common Share:

Continuing Operations 5 10.09 0.99 0.46 0.09 0.22

Discontinued Operations $ - 0.26 0.06 0.06 0.14
Diluted Earnings Per Common $ 10.09 1.25 052 0.14 0.35
Share
New Orders Entered from $ 501,710,000 431,121,000 362,408,000 276,549,000 237,539,000
Continuing Operations
Backlog from Continuing $ 138,314,000 141,350,000 100,237,000 71,730,000 76,739,000
Operaticns
Current Ratic 3.40to1 219101 1.89t0 1 2.25t01 248to01
Numbers of Employees 764 665 641 621 625

(1) 2007 includes $8,472,000 in previously unrecorded dividend income and a 5122,885,000 gain from the announcement and consurmnmation,

respectively, of the sale of the Company’s investment in the DM&E.

(2) 2006 includes a $3,005,000 gain from the sale of the Company’s former Geotechnical division which was classified as a discontinued operation.

(3} 2005 - 2003 have been restated to reflect the classification of the Company’s former Geotechnical Division as a discontinued operation.

(4) 2005 includes a benefit of $450,000 due to the release of a vaiuation allowance related to the Company's ability to utilize state net operating

iosses and other state tax incentives prior to their expiration.

(3) 2004 includes @ $493,000 gain from the sale of the Company’s former Newport, KY pipe coating machinery and equipment which had been

classified as *held for resale”

(6) 2003 results from discontinued operations include the refease of g $1,594,000 valuation allowance against foreign net operating losses that was
utilized as a result of the liquidation of the Foster Technologies subsidiary.
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NOTICE OF ANNUAL MEETING OF SHAREHOLDER§gg
TO BE HELD MAY 28, 2008
To the Shareholders:

L.B. Foster Company will hold its annual shareholders’ meeting at the Company’s principal executive
offices at 415 Holiday Drive, Pittsburgh, Pennsylvania on Wednesday, May 28, 2008 at 11:00 a.m., local
time, for the purposes of:

1. Electing a board of seven directors for the ensuing year.

2. Approving the 2006 Omnibus Incentive Plan, as Amended and Restated March 6, 2008.
3. Approving the L.B. Foster Executive Annual Incentive Compensation Plan.

4. Any other matters that properly come before the shareholders at the meeting.

Shareholders are cordially invited to attend the meeting. Only holders of record of common stock at
the close of business on March 21, 2008 will be entitled to vote at the meeting or at any adjournment
thereof.

Your vote at the annual meeting is important to us. Please vote your shares of common stock by
completing the enclosed proxy card and returning it to us in the enclosed envelope.

Stan L. Hasselbusch
President and Chief Executive Officer

Pittsburgh, Pennsylvania
April 22, 2008
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L.B. FOSTER COMPANY

PROXY STATEMENT

GENERAL INFORMATION

This proxy statement is furnished in connection with the solicitation of proxies by the Board of
Directors of L.B. Foster Company (the “Company”) for use at the May 28, 2008 annual meeting of
shareholders and at any adjournment thereof. This proxy statement, the enclosed form of proxy and the
Company's 2007 Annual Report to Shareholders were mailed to shareholders on or about April 22, 2008.

The presence, in person or by proxy, of the record holders of a majority of the Company’s outstanding
common stock is necessary to constitute a quorum. At the close of business on March 21, 2008, the record
date for entitlement to vote at the meeting (“Record Date"), there were 11,032,823 shares of common stock
outstanding. A quorum will therefore require the presence, in person or by proxy, of the holders of at least
5,516,412 shares. Where a shareholder’s proxy or ballotindicates that no vote is to be cast on a particular
matter {(including broker non-votes) the shares of such shareholder are nevertheless counted as being
present at the meeting for the purposes of the vote on that matter.

Only holders of record of the common stock at the close of business on the Record Date are entitied to
notice of and to vote at the meeting or at any adjournment thereof. Such shareholders will have one vote for
each share held on that date. The common stock does not have cumulative voting rights in the election of
directors. Directors shall be elected by a plurality of the votes cast from the shares present in person or
represented by proxy at the meeting. Approval of the 2006 Omnibus Incentive Plan as Amended and
Restated March 6, 2008 and the Executive Annual Incentive Compensation Pian will require the affirmative
vote of a majority of the shares of common stock voting on the proposal, excluding abstentions and broker
non-votes. Abstentions and broker non-votes are not deemed to be votes cast.

If the enclosed form of proxy is properly executed and returned, it will be voted as directed. If no
directions are given, the proxy will be voted FOR the election of the seven nominees named herein, FOR
the approval of the 2006 Omnibus Incentive Plan, as Amended and Restated March 6, 2008, and FOR the
approval of the L.B. Foster Executive Annual Incentive Compensation Plan. With respect to all matters of
which the Company did not have written notice on or before April 3, 2008, the proxy confers discretionary
authority to vote on such matters to Lee B. Foster ll, Chairman of the Board, and Stan L. Hasselbusch,
President and Chief Executive Officer.

If your shares are held in “street name” {i.e. held for your account by a broker or other nominee), you
should receive instructions from the holder of record on voting your shares.

The voting instruction form also serves as the voting instruction for the trustees who hold shares of
record for participants in the Company’s 401(k) plan. If voting instructions representing shares in this plan
are not received, those shares will remain unvoted.

You may revoke or change your proxy at any time before it is voted. For a shareholder “of record”,
meaning one whose shares are registered in his or her own name, to revoke or change a proxy, the
shareholder may (i) submit another properly signed proxy, which bears a later date; (i) deliver a written




revocation to our corporate secretary at the address shown on the Notice of Meeting or (iif) attend the
annual meeting and vote in person.

If you are a beneficial owner of our common stock, and not the shareholder of record {for example your
common stock is registered in “street name” with a brokerage firm), you must follow the procedures
required by the holder of record, which is usually a brokerage firm or bank, to revoke or change a proxy. You
should contact the shareholder of record directly for more information on these procedures.

The cost of soliciting proxies will be borne by the Company. Officers or employees of the Company
may solicit proxies by mail, telephone, e-mail or facsimile. The Company does not expect to pay any
compensation for the solicitation of proxies, but under arrangements made with brokers, custodians,
nominees and fiduciaries to send proxy material to the beneficial owners of shares held by them, the
Company may reimburse their expenses.

STOCK OWNERSHIP

The following table shows the number of shares of common stock beneficially owned on the Record
Date by:

* each person who has reported beneficial ownership of more than 5% of the Company's common stock;
+ each director or nominee for director;

» each executive officer named in the Summary Compensation Table on page 34 {“NEO"); and

« all directors and executive officers as a group.

information concerning the owners of more than 5% of the Company’s common stock is based upon
their reports furnished to the Company and may not be current.

Number of
Shares Percent of

. Stock Ownership Owned(a) Shares(b)
More Than 5% Stockholders:

Keely Asset Management Corp.{c)(d) 1,904,040 17.26

Keely Small Cap Fund(c)(d) 1,075,000 9.74

Jeffrey L. Gendell(c){e) 1,020,862 9.25
Nominees for Directors:

Lee B. Foster I 184,318 1.66

Stan L. Hasselbusch 86,382 *

Peter Mcllroy il — *

G. Thomas McKane 7,000 *

Diane B. Owen 25,436 *

William H. Rackoff 45,246 *

Suzanne B. Rowland 500 *
Incumbent Directors not Standing for Re-election:

Henry J. Massman |V 60,890 *

John W. Puth 38,346 *




Number of

Shares Percent of
Stock Ownership Owned(a) Shares(b)
Certain Executive Officers:
Donald L. Foster 1,572 *
Senior Vice President, Construction Products
David J. Russo 17,063 .
Senior Vice President, Chief Financial Officer and Treasurer
John F. Kasel 2,257 *

Senior Vice President, Operations & Manufacturing

All Directors and Executive Officers as a Group 516,915 4.60

&

(@)

(b)
(©)

(d)

(e)

Less than one percent of the Company’s outstanding common stock

This column shows the number of shares with respect to which the named person or group had direct
or indirect sole or shared voting or investment power, whether or not beneficially owned. It also
includes shares which the named person or group had the right to acquire within 60 days after the
Record Date through the exercise of stock options (50,000 for Mr. Lee B. Foster H, 39,570 for
Mr. Massman, 10,000 for Ms. Owen, 30,000 for Mr. Puth, 30,000 for Mr. Rackoff, 20,000 for
Mr. Hasselbusch, 0 for Mr. Donald Foster, 11,000 for Mr. Russo, 0 for Mr. Kasel and 216,570 for
the directors and executive officers of the Company as a group). The column also includes the share
equivalents contained in the 401(k) plan maintained by the Company (26,718 for Mr. Lee B. Foster [l
25,065 for Mr. Hasselbusch, 751 for Mr. Russo, 945 for Mr. Kasel and 65,035 for the executive officers
as a group). Mr. Lee B. Foster |l also holds an indirect interest in 5,000 shares held in an investment
plan maintained by a separate company. '

The percentages in this column are based on the assumption that any shares which the named person
has the right to acquire within 60 days after the Record Date have been acquired and are outstanding.

The address of Keely Asset Management Corp. and Keely Smalt Cap Fund is 410 South LaSalle
Street, Chicago, IL 60608. Jeffrey L. Gendell's address is 55 Railroad Avenue, 3rd Floor, Greenwich,
CT 06830.

Keely Asset Management Corp. and Keely Small Cap Value Fund share beneficial ownership of
1,075,000 shares, which shares are included in the 1,904,040, of which Keely Asset Management
Fund has sole dispositive power.

Mr. Gendell is the managing member of Tontine Management, L.L.C. and certain other entities which
own Company stock. Mr. Gendell has the shared power to vote or direct the vote of these shares and
the shared power to dispose or direct the disposition of these shares.



ELECTION OF DIRECTORS

A board of seven directors is to be elected to serve until the next annual meeting of shareholders and
until their successors are elected and qualified. Information concerning the nominees is set forth below.

Nominee

Lee B. Foster Il

Stan L. Hasselbusch

Peter Mcllroy Il

G. Thomas McKane

Diane B. Owen

William H. Rackoff

Suzanne B. Rowland

Mr. Foster, age 61, has been a director of the Company since 1990 and Chairman
since 1998. He was the Chief Executive Officer of the Company from May 1990 until
January 2002 and since that time has been an executive officer and employee of the
Company. Mr. Foster is a director of Wabtec Corporation, a manufacturer of
compenents for locomotives, freight cars and passenger transit vehicles. Wabtec
Corporation also provides aftermarket services, including locomotive and freight car
maintenance.

Mr. Hasselbusch, age €60, has been Chief Executive Officer and a director of the
Company since January 2002, and President of the Company since March 2000,

Mr. Mcliroy, age 65, was nominated by the Board of Directors on March 8, 2008. Mr.
Mcliroy has been a director and Chief Executive Officer of Robroy Industries, a
manufacturer of electrical products, since 1993.

Mr. McKane, age 64, was elected as a director in May 2006. Mr. McKane was
Chairman of the Board of A.M. Castle & Co. a metal and plastics service center
business, from January 2006 to April 2007 and was Chief Executive Officer of A.M.
Castle & Ce. from May 2000 until February 2007. Mr. McKane is also a director of
American Woodmark Corporation, a cabinet manufacturer.

Ms, Owen, age 52, was elected as a director in May 2002. She has been Vice
President -- Corporate Audit of H.J. Heinz Company, an international food company,
since April 2000.

Mr. Rackoft, age 59, has been a director of the Company since 1996. Mr. Rackoff has
been President of ASKQ, Inc., which manufactures custom engineered tooling for
the metalworking industry, since 1991 and became Chief Executive Officer of ASKO,
Inc. in 1995,

Ms. Rowland, age 46, was nominated by the Board of Directors on March 6, 2008.
Since January 2008, Ms. Rowland has been Managing Director for Energy and
Environmental Enterprises, Inc., which provides management consulting services to
large industrial customers. From April 2006 until July 2007 Ms. Rowland was Vice
President Strategy and New Business Development for J.M. Huber Corporation, a
privately owned company with holdings in specialty chemicals, building materials,
and natural resources. Ms. Rowland was Vice President and Global Business
Director for the adhesives and sealant business unit of Rohm and Haas
Company, a special materials technology company, from 2003 to 2006, having
begun her employment with Rohm and Haas Company in 1985,

The Board of Directors nominated the foregoing nominees after they were recommended for nom-
ination by the Nomination and Governance Committee of the Board of Directors. The nominees have
expressed their willingness to serve as directors, if elected. However, should any of the nominees be
unavailable for election, the proxies (except for proxies that withhold authority to vote for directors) will be
voted for such substitute nominee or nominees as may be chosen by the Board of Directors, or the number
of directors may be reduced by appropriate action of the Board.

The Board of Directors recommends that you vote “FOR” each of the foregoing nominees.
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DIRECTORS’ COMPENSATION TABLE 2007

The following table sets forth directors’ compensation for 2007, except for Messrs. Hasselbusch and

Lee B. Foster ||, whose 2007 compensation is set forth in the Summary Compensation Table at page 34.
During 2007, no stock options were granted and no non-equity incentive compensation was awardedto the
named directors. However, as of December 31, 2007, Mr. Massman held 40,000 stock options, Ms. Owen
20,000, Mr. Puth 30,000 and Mr. Rackoff 30,000.

(i)

(ii)

Fees Earned

or Paid Stock

in Cash Awards Total
Name (8)0) (S)ii) (8) (iii)
Henry J. Massman IV............ . ... ... oo 40,500 87,850 128,350
G.ThomasMcKane............. ... .. ... ...... 45,000 87,850 132,850
DianeB.Owen ............ . .. inniaans 43,500 87,850 131,350
JohnW. Puth. . ... .. . 46,218 87,850 134,068

WilliamH. Rackoff . . ... .. ... . 46,500 87,850 134,350

During 2007, the base annual fee of the respective chairmen of the Audit Committee, the Nomination
and Governance Committee and the Compensation Committee was $31,500. The base annual fee for
other outside directors was $29,000. Outside directors also received $1,000 for each Board meeting
attended, $500 for each committee meeting attended and $500 for each telephonic Board or com-
mittee meeting in which the director participated. Commencing June 1, 2008, the fees for Lee B.
Foster Il, Chairman of the Board of Directors, will be a base annual fee of $85,000 and $2,000 fee for
each Board meeting attended, together with medical benefits for him and his wife. The base annual fee
for the respective chairmen of the Audit Committee, Nomination and Governance Committee and
Compensation Committee will be $42,500 and other outside directors, except for Lee B. Foster 11, will
receive an annual base fee of $40,000. Outside directors, other than Lee B. Foster |1, will receive
$1,000 for each non-telephonic Board of Directors meeting attended and $500 for each Committee
meeting and telephonic Board of Directors meeting attended.

On May 23, 2007 (the date of the Company’s 2007 annual shareholders meeting) each outside director was
awarded 3,500 shares of the Company’s Common stock. Since the awards were fully vested on the grant
date, the aggregate grant date fair value of each stock award to our non-employee directors is reflected in the
“Stock Awards” column of the table based on the compensation cost recognized in 2007 for financial
statement reporting purposes and computed in accordance with SFAS 123(R). For a discussion of valuation
assumptions, see Note 1 of the Company's 2007 Consolidated Financial Statements in the Company's
Annual Report on Form 10-K for the year ended December 31, 2007. The directors have modified the stock
award program for outside directors so that when a director is elected or reelected, he or she will receive the
lower of 3,500 shares or such lesser amount as shall be determined by the Board of Directors. The directors
have determined that outside directors, including Lee B. Foster I, will receive 1,750 shares if elected or re-
elected at the May 28, 2008 annual shareholders’ meeting.

(iii) The Company reimburses outside directors for expenses associated with travel to and aftendance at

Board of Directors’ meetings, including the costs associated with Mr. Massman’s and, usually one or two
other director(sy use of Massman Construction Cos airplane for flying to and from Board of Directors’
meetings. For 2007, the Company reimbursed Massman Construction Co. $41,535 for the cost of using
Massman Construction Co’s airplane for this purpose. This reimbursement and other expenses asso-
ciated with trave! to and attendance at Board of Directors meetings are not included in the tabte.
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CORPORATE GOVERNANCE

The Board and Board Meetings

The Board of Directors consists of seven directors. During 2007, the Board held nine meetings, four of
which were telephonic. The Board has determined that all of the directors except Messrs. Foster and
Hasselbusch, qualify-as “independent” as defined by applicable Nasdagq rules. In making this determi-
nation, the Board has concluded that none of these directors has a relationship which, in the epinion of the
Board, would interfere with the exercise of independent judgment in carrying out the responsibilities of a
director. The Boatd determined that Masstnan Construction Co.'s purchase of construction material from
the Company in the ordinary course of business and pursuant to compstitive bids did not impair
Mr. Massman's independence.

During 2007, each director attended at least 75% of the total number of meetings (held during the
period served) of the Board and ail committees on which he or she served.

The directors regularly have attended shareholders’ meetings without a formal policy on attendance
and the Company does not believe that a formal policy is required. All of the directors attended the 2007
annual meeting of shareholders.

Communications with Directors

Shareholders and other parties interested in communicating directly with the Chairman of the Board
or with the non-rmanagerial directors as a group may do so by writing to L.B. Foster Company, 415 Holiday
Drive, Pittsburgh, PA 15220, Attn: Chairman of the Board or Attn: Qutside Directors. The Secretary of the
Company shall review all such correspondence and shall regularly forward to the Board a summary of all
such correspondence and copies of all correspondence that, in the opinion of the Secretary, deal with the
functions of the Board or committees thereof or that he otherwise determines requires their attention.
Directors may at any time review a log of all correspondence received by the Company that is addressedto
members of the Board and request copies of any such correspondence. Concerns relating to accounting,
internal controls or auditing are directed to the Company’s internal audit department and handled in
accordance with procedures established by the Audit Committee with respect to such matters.

Board Committees

The Board has three standing committees: the Audit Committee, the Compensation Committee and
the Nomination and Governance Committee. Each member of these committees is independent as
defined by applicable NASDAQ rules. Each of the committees has a written charter approved by the Board.

Audit Committee

The Audit Committee is composed of Ms. Owen (Chairman) and Messrs. McKane, Puth and Rackoff.
The Board has designated Ms. Owen as the Audit Committee’s “financial expert’ under applicable SEC
rules.

The Audit Committee, which held eight meetings {three of which were telephonic meetings) during
2007, is responsible for averseeing, with the independent auditors and managemaent, the work and findings
of the auditors, as well as the effectiveness of the Company’s internal auditing department, the adequacy
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of the Company's internal controls and the accounting principles employed in financial reporting. The Audit
Committee also is responsible for the appointment and compensation of the independent auditors. The
Committee's charter is posted on the Company’s website, www.|bfoster.com.

The Audit Committee also is responsible for reviewing and, if appropriate, approving transactions with
related persons. Under the Company’s written policy, no employee, officer or director is to participate in any
transaction (subject to exceptions for stock ownership in a publicly traded company and participation in a
transaction solely as an employee, director or shareholder of the Company} with the Company without the
Audit Commitiee’s approval. The Company’s written policy on related person transactions may be found in
its Legal & Ethical Conduct Policy at the Company’s website, www.Ibfoster.com.

Compensation Committee

The Compensation Committee is composed of Messrs. Rackoff (Chairman}, Massman, McKane and
Puth.

This Committee, which met on seven occasions (two of which were telephonic meetings) in 2007, is
responsible for reviewing and recommending for approval significant employee benefit programs, deter-
mining officer compensation, reviewing and recommending for approval certain organizational changes
and granting stock options and other awards.

The Compensation Committee makes decisions regarding executive compensation and these
decisions are then ratified by the Board of Directors. The Committee’s charter is available at the
Company's website, www.Ibfoster.com. The Committee does not delegate its authority to any third party.

The Compensation Committee currently uses a “Comparator Group”, identified in the Compensation
Discussion and Analysis at page 20 and survey data as a tool to establish competitive compensation for
the Company's executive officers.

The Company has retained Towers Perrin to provide consulting services on the Company’s com-
pensation practices and appropriate levels of and structures for executive compensation.

The Compensation Committee gives significant weight to the Chief Executive Officer’s recommen-
dations regarding other executive officers’ compensation; such other executive officers are not present
when the compensation is being determined. With respect to the Chief Executive Officer's compensation,
the Compensation Committee may solicit the Chairman of the Board's views, but does not defer to the
Chairman’s views. The Chief Executive Officer is not present when his compensation is being determined.

Nomination and Governance Committee

The Nomination and Governance Committee is composed of Mr. McKane (Chairman), Ms. Owen and
Messrs. Massman and Rackoff.

This Committee, which met on four occasions in 2007, is responsible for overseeing corporate
governance, proposing director nominees to the full Board, recommending which directors should serve
on various Board committees and recommending who should serve as Chairman of the Board and
Chairman of each of the Board's committees. This Committee also recommends to the full Board
appropriate compensation for non-employee directors.
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The Nomination and Governance Committee endeavors 1o create a Board of Directors consisting of
individuals who are financially literate and whose experiences and backgrounds will enable the Board of
Directors to provide meaningful counsel to and oversight of management. The Nominaticn and Gover-
nance Committee seeks tc recommend, to the full Board, nominees who will create and maintain a Board
of Directors that satisties applicable legal and regulatory requirements. The Committee's Charter is
available on the Company’s website, www.|bfoster.com.

In selecting nominees for election to the Board of Directors, the Nomination and Governance
Committee will consider submissions from shareholders. A shargholder wishing to recommend a nominee
may notify our Secretary or any member of the Nomination and Governance Committee in writing and
provide whatever supporting material the shareholder considers appropriate. Submissions should be sent
to our principal executive offices, 415 Holiday Drive, Pittsburgh, PA 15220, Attn: Secretary.

The Nomination and Governance Committee determines appropriate levels of compensation for our
outside directors following essentially the same process as the Compensation Committee follows to
determine compensation for our executive officers. The Nomination and Governance Committee used
survey information as a tool to determine appropriate levels of director compensation.

The Nomination and Governance Committee’s members also may confer with other directors to
obtain information on competitive compensation practices. The Committee uses such information,
together with other Companies’' compensation practices, to exercise its subjective judgmentin determining
appropriate levels of compensation. The Committee then makes recommendations to the Board for
ratification by the full Board. The Committee does not delegate its responsibilities to any third party.

Code of Conduct and Ethics

We adopted a written code of conduct and ethics that applies to all the Company’s directors, officers
and employees, including its chief executive officer, chief financial officer and chief accounting officer. We
have posted a current copy of the code, titled “Legal and Ethical Conduct Policy”, on our website
www.Ibfoster.com. .

Compensation Committee Interlocks and Insider Participation

All members ot the Compensation Committee are independent directors, and none of them is a
present or past employee or officer of the Company or any of its subsidiaries. No member of the
Compensation Committee has had any relationship with the Company requiring disclosure under ltem 404
of the SEC's Regulation S-K. The Company’s executive officers have not served on the board or
compensation committee (or other committee serving an equivalent function) of any other entity, whose
executive officers have served on the Company's Board or Compensation Committee.

Related Party Transactions

The Board of Directors of the Dakota Minnesota and Eastern Railrcad Company ("DM&E") entered
into change of control agreements with each of its outside directors, including Mr. Lee B. Foster Il. These
agreements were approved by the DM&E'’s shareholders, including the Company. Under these change of
control agreements, each of the DM&E outside directors received $400,000 from the DM&E when the

- DM&E merged in October 2007, including Mr. Foster, In addition, each of these directors, including
Mr. Foster, may receive additional “contingent” payments of up to $1,060,000 from the DM&E based on
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(i) construction commencing on the Powder River Basin Expansion Project (“PRB"); and (ii) certain PRB
coal tonnage thresholds being surpassed. Mr. Foster advised the Audit Committee of these transactions
and the Audit Committee approved the transactions. For its DM&E investments, the Company received
approximately $149 million. The Company also could receive up to approximately $130 million in con-
tingent payments. There are no assurances that any of the contingent payments will be earned.

Section 16(a) Beneficial Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934 requires the Company's directors and executive
officers to file with the Securities and Exchange Commission reports of their transactions in and holdings of
our common stock and to provide copies of such reports to the Company. Based on its review of such
copies, the Company believes that its directors and executive officers complied with these filing require-
ments except: Mr. Rackoff filed a Form 4 on November 26, 2007 with respectto a November 21, 2007 sale
of 4,000 shares of Company common stock and he filed a Form 4 on August 28, 2007 with respect to an
August 14, 2007 gift of 2,750 shares of Company common stock.

APPROVAL OF
THE 2006 OMNIBUS INCENTIVE PLAN, AS AMENDED AND RESTATED MARCH 6, 2008

At the 2006 annuat meeting the shareholders approved the 2006 Omnibus Incentive Ptan which
authorized the issuance of up to 500,000 shares of Company common stock pursuant to stock options and
awards of common stock to directors and key personnel selected by the Compensation Committee of the
Board of Directors. On March 6, 2008, the Board of Directors amended the Pian in a number of respects, in
each case subject to shareholder approval at the annual meeting; provided, however, that no award
intended to qualify as performance-based compensation within the meaning of Section 1 62(m} of the Code
will be payable prior to approval of the Plan’s material terms by the Company's shareholders. The most
significant change was the addition of new Article VI which authorizes the Committee to award perfor-
mance grants to key personnel and directors selected by the Committee in its discretion. Benefits under
such grants will be based upon the achievement of pre-established performance goals over a performance
period of one or more years. There is no increase in the total number of shares of common stock that may
be iss Jed under the Plan.

T 1e 2006 Omnibus Incentive Plan, as Amended and Restated on March 6, 2008 (*Plan” or “Omnibus
Plan"), is attached to this proxy statement as Exhibit A. The material features of the Plan are described
below subjectin their entirety by reference to the full text of the Plan. The actual number of people who wili
receiva awards under the Plan cannot be determined in advance because the Committee retains the
discretion to select the participants; however, to date 53,398 shares of common stock (vested and non-
vestel) have been awarded to sixteen employees and directors, and performance grants for 23,273 shares
of corimon stock, at target, have been awarded to eleven employees.

Admiistration

The Plan is administered by the Compensation Committee of the Board of Directors (the “Commit-
tee”). Within the parameters set forth in the Plan, the Committee has the authority to determine those key
emplcyees and directors who will receive an award and the terms and conditions of each award. The
Comnittee may also prescribe regulations for the operation of the Plan and interpret the Plan and the
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agreements issued under the Plan. In addition to discretionary awards made by the Committee, non-
employee directors automatically are awarded 3,500 shares of common stock after each annual share-
holders’ meeting, or such lesser number of shares as may be determined by the Committee. Each non-
employee director elected at the May 28, 2008 annual shareholders' meeting will be awarded 1,750 shares,
These automatic awards are described below in “Restricted Stock Awards.”

Types of Awards

The Plan authorizes the following types of award, each of which may be granted alone or in any
combination thereof: (i} stock options, (ii) restricted stock, and (jii) performance grants.

Participation in the Plan

The Committee shall have exciusive power to select the persons who may participate in this Plan and
may grant awards under the Plan to employees or other individuals who perform services for the Company
or any subsidiary of the Company, including subsidiaries which become such after adoption of the Plan,
including, without limitation, directors who are not employees and consultants and independent contrac-
tors who perform services for the Company or any such subsidiary.

Maximum Number of Shares that May be Issued/Award Limitations

Subject to adjustment, the maximum aggregate number of shares available for issuance under
awards granted under the Plan is 500,000. Pursuant to the terms of the Plan and subject to adjustments
provided forin the Plan, no eligible person may receive in any ane fiscal year: (i) stock options for more than
75,000 shares of commaon stock; (i) performance grants (denominated in common shares) for more than
75,000 shares of common stock; and (iii} performance grants {(denominated in cash) for more than
$1,500,000. If any shares of common stock covered by an award terminate, lapse, are forfeited or
cancelled, or such award is otherwise settied without the delivery of the full number of shares of common
stock underlying the award, including shares of common stock withheld to satisfy tax withholding obli-
gations, then such shares to the extent of any such forfeiture, termination, lapse, cancellation, payment,
etc., shall again be, or shall become, available for issuance under the Plan.

Stock Options and Restricted Stock Awards

Stock options and restricted stock awards may be granted to eligible persons in the discretion of the
Committee. Stock options and stock awards granted 1o non-employee directors are hereinafter respec-
tively referred to as “Director Options” or “Director Awards.” The terms and provisions of stock options and
restricted stock awards need not be uniform.

Stock options awarded under the Plan are not intended to be “qualified” under Section 422 of the
Internal Revenue Code (“Code”). The Committee determines the number of shares which are to be subject
to each stock option and establishes the exercise price at the time each stock option is granted. The Plan
provides that the option exercise price for each share of common stock covered by a stock option will notbe
less than the fair market value of a share of common stock on the date the option is granted and that the
term of the option may not exceed ten years from the grant date. For this purpose, fair market value is
determined by reference to the closing price of the commeon stock on the date of grant or, if the grant date is
not a trading day, the trading day immediately preceding the grant date. The exercise price is payable in
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cash or other medium acceptable to the Company. Except as otherwise provided in the option agreement,
options {other than Director Options) terminate 30 days after the termination of the participant's employ-
ment with the Company for any reason other than death, disability or retirement with the consent of the
Company. Director Options are immediately exercisable and may be exercised for a period of 10 years
from th 2 date of grant. Except as otherwise provided in the option agreement, other discretionary options
may be exercised in cumulative annual installments, each for one-fourth of the total number of shares
optioned, commencing one year from the date of grant. Repricing of a stock option is not be permitted
under the terms of the Plan.

Ezch non-employee director is automatically granted a Director Award of 3,500 shares of fully vested
commen stock, or such lesser number as may be determined by the Committee. The Committee has
reduce 1 to 1,750 the amount of stock that will be issued to outside directors at the May 28, 2008 annual
shareholders’ meeting. Restricted Stock awards may also be granted to eligible persons in the discretion of
the Comnmittee. Such restricted stock awards become vested pursuant to the terms of the applicable
restrict2d stock award agreement as specified by the Committee.

Perforimance Grants

Tr e Committee in its sole discretion may award performance grants to eligible persons under Article VI
of the ”lan. Such grants may consist of a right that is (i} denominated in cash, stock or any other form of
award ssuable under Article VI (or any combination thereof), (i) valued, as determined by the Committee,
in accordance with the achievement of such performance goals during such performance period as the
Comm ttee shall establish and (iii) payable at such time and in such form as the Committee shall
determrine. The Committee shall have the sole and complete authority to determine the value of any
perforriance grant to be awarded, the performance period, and the performance criteria to be satisfied
within ‘he award period.

G ants intended to be performance-based compensation under Section 162(m) of the Code shall be
conditioned upon the achievement of pre-established goals relating to one or more of the following
perforinance measures, as determined by the Committee and subject to such modifications as are
specifizd by the Committee: cash flow; cash flow from operations; earnings (including earnings before
interest, taxes, depreciation and amortization or some variation thereof); earnings per share, diluted or
basic; earnings per share from continuing operations; net asset turnover; inventory turnover; capital
expenditures; debt; debt reduction; working capital; return on investment; return on sales; net or gross
sales: market share; economic value added; cost of capital; change in assets; expense reduction levels;
productivity; delivery performance; stock price; return on equity; total or relative increases to shareholder
return return on invested capital; return on assets or net assets; revenue; income or net income; cperating
incom 3 or net operating income; operating profit or net operating profit; gross margin, operating margin or
profit tnargin; and completion of acquisitions, business expansion, product diversification and other non-
financ al operating and management performance objectives.

T the extent consistent with Code Section 162(m), the Committee may determine that certain
adjustments to the performance goals shall apply to exclude the effect of any of the following events that
occur during a performance period: the impairment of tangible or intangible assets, litigation or claim
judgments or settlements; the effect of changes in tax law, accounting principles or other such laws or
provisions affecting reported results; business combinations, reorganizations and/or restructuring pro-
grame, including, but not limited to, reductions in force and early retirement incentives; currency
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fluctuations; and any extraordinary, unusuai, infrequent or non-recurring items. Performance measures
may be applied to either the Company as a whole or to a business unit or subsidiary entity thereof, either
individually, alternatively or in any combination, and measured over one year or cumulatively over a period
of years, on an absolute basis or relative to a pre-established target, to previous fiscal years'results or to a
designated comparison group, in each case as specified by the Committee. Performance grants may be
paid in a lump sum or in installments following the close of each performance period or, in accordance with
procedures established by the Committee, on a deferred basis. All deferrals will be made in accordance
with the terms and procedures of the deferred compensation plan under which any such amounts are
deferred. Unless otherwise provided in the award agreement, participants who have terminated their
employment with the Company prior to the actual payment of the award will forfeit all rights to payment
under the award.

The Committee, inits sole discretion, may also establish such additional restrictions or conditions that
must be satisfied as a condition precedent to the payment of all or a portion of any awards. The Committee
will also have sole discretion to reduce the amount of any award to a participant if it determines that such
reduction is necessary or appropriate based upon certain factors and conditions set forth in the Plan. The
Committee, however, may not use its discretionary authority to increase any award that is intended to be
performance-based compensation under Section 162(m) of the Code.

Amendments and Termination

The Board may at any time amend the Plan or amend any outstanding award agreement for the
purpose of satisfying any legal requirement or for any other permissible purpose; provided that an
amendment shall not be deemed permissible if it would resultin Rule 16b-3 under the Securities Exchange
Act of 1934, as amended, being inapplicable to any award. The Board may terminate the Plan at any time,
but ne such termination shall adversely affect the rights of any participant under any award previously
granted in which the participant has a vested inierest. Notwithstanding, the Committee may, at any time,
modify, amend or terminate any or all of the provisions of the Plan to conform with Section 409A,
Section 162(m) or any other provision of the Code or other applicable law, the regulations promulgated
thereunder or an exception thereto.

Changes in Stock

In the event of a stock dividend, recapitalization or merger in which the Company is the surviving
corporation or other similar capital change, the number and shares of stock then outstanding or to be
awarded thereunder, the maximum number of shares of stock or securities which may be issued upon the
exercise of options granted under the Plan, the exercise price and other relevant provisions shall be
appropriately adjusted by the Board; provided that with respect to any award subject to Code Sec-
tion 162(m) or 408A, any such adjustment is authorized only to the extent that it would not cause the award
to fail to comply with such Code sections. In the event of a consolidation or a merger in which the Company
is not the surviving corporation, or any other merger in which the shareholders of the Company exchange
their shares of stock in the Company for stock of another corporaticn, or in the event of complete liquidation
of the Company, or in the case of a tender offer accepted by the Board, all outstanding stock options shall
thereupon terminate, provided that the Board may, prior to the effective date of any such consolidation or
merger, either (i) make all outstanding stock options immediately exercisable or (ii) arrange to have the
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survivin ] corporation grant to the participants, replacement stock options on terms that the Board shall
determine to be fair and reasonable.

New Plan Benefits

It is not possible to determine at this time the benefits that will be payable to participants under the
Plan for this year or any future years. However, information concerning performance grants and other
awards made under the Plan since January 1, 2008 is set forth at pp. 28-30 of this proxy statement. The
performance grants are subject to shareholder approval of the Plan at the annuai meeting.

Transfe rability

No award or any right thereto will be assignable or transferable by a participant except by will or by the
laws of descent and distribution; provided, however, the Committee, in its discretion, may permit the
transfer of any award to a permitted transferee (within the meaning of the Plan), subject to the terms and
conditic ns of the award.

Plan Termination

Th 2 Plan will terminate upon the earlier of the following dates or events to occur: (i) upon the adoption
of a resolution of the Board terminating the Plan; or (i) May 31, 2016.

Federal Income Tax Consequences

Th2 following is a brief summary of the principal United States federal income tax consequences
applicaoleto Plan participants and the Company, and is based uponan interpretation of present federal tax
laws ar d regulations and may be inapplicable if such laws and regulations are changed. This summary is
not intended to be exhaustive or constitute tax advice and does not describe state, local or foreign tax
consecuences. To the extent any awards under the Plan are subject to Section 409A of the Code, the
followirig description assumes that such awards will be designed to conform to the requirements of
Section 409A of the Code and the regulations promulgated thereunder (or an exception thereto). The Plan
is not subject to the protective provisions of the Employee Retirement Income Security Act of 1974 and is
not quailified under Section 401(a) of the Code.

Stock Options

Stock options granted under the Plan are “non-qualified.” The Company is not entitled to a tax
deduction with respect to the grant of a non-qualified stock option. Upon exercise of a non-qualified stock
option, the excess of the fair market value of the common stock on the exercise date over the option
exercit e price is taxable as compensation income to the optionee and is subject to applicable withholding
taxes. The Company is generally entitled to a tax deduction at that time in the amount of that compensation
income:. The optionee’s tax basis for the common stock received pursuant to the exercise of a non-qualified
stock option is equal to the sum of the compensation income recognized and the exercise price. The
recipient, after exercising the option, will realize long-term capital gain or ordinary income upon the sale of
the stcck, depending upon the length of time he or she retained ownership.
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Restricted Stock

A grantee will not recognize any income upon the grant of restricted stock if that stock is subject to a
substantial risk of forfeiture on the date of grant, unless the holder elects under Section 83(b) of the Code,
within 30 days of the grant, to recognize ordinary income in an amount equal to the fair market value of the
restricted stock at the time of receipt, less any amount paid for the shares. If the Section 83(b) election is
made, the holder will not be allowed a deduction in the event that the shares are subsequently forfeited. If
the election is not made, the holder will generally recognize ordinary income on the date that the restricted
stock is no longer subject to a substantial risk of forfeiture, in an amount equal to the {fair market value of
those shares on that date, less any amount paid for the shares. At the time the holder recognizes ordinary
income, the Company generally will be entitled to a deduction in the same amount. Generally, upon a sale
or other disposition of restricted stock with respect to which the holder has recognized ordinary income (i.e.
a Section 83(b) election was previously made) or the restrictions have lapsed, the holder will recognize
capital gain or loss in an amount equal to the difference between the amount of that sale or other
disposition and the holder’s basis in those shares.

Performance Grants

A participant generally will not recognize income upon the grant of a perormance award. Upon
payment of the performance grant, the participant will recognize ordinary income in an amount equal to the
cash received or, if the performance grant is payable in common stock, the fair market value of the common
stock received. When the participant recognizes ordinary income upon payment of a performance award,
the Company will generally be entitled to a tax deduction in the same amount.

Section 162(m)

With certain exceptions, Section 162(m) of the Code limits our deduction for compensation in excess
of $1,000,000 paid to certain covered employees (generally our Chief Executive Officer and three other
highest-paid executive officers). Compensation paid to covered emplayees is not subject to the deduction
limitation if it is considered “qualified performance-based compensation” within the meaning of Sec-
tion 162(m) of the Code. If our stockholders approve our the Plan, we believe that stock options and
performance grants (intended to be treated as qualified performance-based compensation as defined in
the Code} granted to covered employees under the plan will satisfy the requirements of qualified
performance-based compensation and therefore the Company will be entitled to a deduction with respect
to such awards.

Section 409A

Participation in and compensation paid under the Plan may result in the deferral of compensation that
is subject to the requirements of Code Section 409A. Failure to meet certain requirements under that
section could result in the compensation being subject to immediate taxation and tax penalties.

Awards of stock options and performance units under the Plan may, in some cases, result in the
deferral of compensation that is subject to the requirements of Section 409A. Awards under the Plan are
intended to comply with Section 409A, the regulations issued thereunder or an exception thereto.
Notwithstanding, Section 409A of the Code may impose upon a participant certain taxes or interest
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charges for which the participant is responsible. Section 408A does not impose any penalties on the
Companty and does limit the Company's deduction with respect to compensation paid to a participant.

Vote Required

Apjyroval of the 2006 Omnibus Incentive Plan, as Amended and Restated will require the affirmative
vote of the holders of a majority of the shares of common stock voting on this proposal, excluding
abstent ons and broker non-votes.

The Board of Directors recommends that you vote “FOR” approval of the Omnibus Plan.

APPROVAL OF
THE EXECUTIVE ANNUAL INCENTIVE COMPENSATION PLAN

On March 6, 2008, our Board of Directors adopted the Executive Annual Incentive Compensation
Plan, subject to shareholder approval at the annual meeting. The Plan is attached to this proxy statement
as Exhiait B. The purpose of the Plan is to advance the interests of the Company and its shareholders by
providing incentives to officers and certain other key employees. The material features of the Plan are
describ2d below, subject in their entirety by reference to the full text of the Plan. The actual number of
people ¥ho will receive awards under the Plan cannot be determined in advance because the Commitiee
retains the discretion to select the participants; however, to date eleven employees are participants in the
Plan, sibject to shareholder approval of the Plan.

Administration

Th2 Plan is administered by the Compensation Committee of the Board of Directors. Within the
parameters set forth in the Plan, the Committee has the authority to determine those officers and key
employ2es who receive awards and the terms and conditions of each award and to determine whether the
performance goals applicable to any performance measures for any awards have been achieved. The
Commiiee may also prescribe regulations for the operation of the Plan and interpret the Plan and the
agreen ents issued under the Plan. The Committee will also, subject to the provisions of the Plan, have the
authoriy and discretion to determine the extent to which awards under the Plan will be structured to
conforri to Section 162(m) of the Code.

Particij>ation in the Plan

Oficers and key employees of the Company (and any subsidiary entity or affiliate thereof, including
subsidiaries or affiliates which become such after adoption of the Plan) as determined by the Committee,
will be zligible to participate in the Plan. No employee will have the right to participate in the Plan, and
particig ation in the plan in any one performance period does not entitle an individual to participate in future
performance periods.

Incentive Compensation Awards

The Committee may from time to time make awards pursuant to which the participant will earn cash
compe 1sation. The amount of a participant’s award may be based on a percentage of his or her salary or
such o'her method as may be established by the Committee. Each award specifies, among other things,
the terins and conditions of the award, the performance period and the performance goals to be achieved.
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The maximum amount that may be awarded and paid under the Plan to a participant for any calendar year
shall not exceed $1,500,000. ‘

With respect to awards that are intended to be performance-based compensation under Sec-
tion 162(m) of the Code, each award will be conditioned upon the achievement of one or more performance
goals with respect to the performance measure established by the Committee. In addition to establishing
minimum performance goals below which no compensation shall be payable, the Committee may create a
performance schedule under which an amount less than or more than the target award may be paid so long
as the performance goals have been achieved.

The performance measures may include one or more of the following, applied to either the Company
as a whole or to a business unit or subsidiary entity thereof, either individually, alternatively or in any
combination, and measured over a period of time including any portion of a year, annually or cumulatively
over a period of years, on an absolute basis or relative to a pre-established target, to previous years' results
or to a designated comparison group, in each case as specified by the Committee: cash flow; cash flow
from operations; earnings (including, but not limited to, earnings before interest, taxes, depreciation, and
amortization or some variation thereof); earnings per share, diluted or basic; earnings per share from
continuing operations; net asset turnover; inventory turnover; capital expenditures; debt; debt reduction;
working capital; return on investment; return on sales; return on invested capital; net or gross sales; market
share; economic value added; cost of capital; change in assets; expense reduction levels; productivity;
delivery performance; safety record and/or performance; stock price; return on equity; total stockholder
return; return on capital; return on assets or net assets; revenue; income or netincome; operating income
or net operating income; operating income adjusted for management fees and depreciation, and amor-
tization; operating profit or net operating profit; gross margin, operating margin or profit margin; and
complstion of acquisitions, business expansion, product diversification, new or expanded market pene-
tration and other non-financial operating and management performance objectives. To the extent con-
sistent with Section 162(m) of the Code, the Committee may determine that certain adjustments shall
apply to the performance measure to exclude the effect of any of the following events that occur during a
performance period: the impairment of tangible or intangible assets; litigation or claim judgments or
settlements; changes in tax law, accounting principles or other such laws or provisions affecting reported
results; business combinations, reorganizations and/or restructuring programs, including but not limited to
reductions in force and early retirement incentives; currency fluctuations; and any extraordinary, unusual,
infrequent or non-recurring iterns.

The Committee, inits sole discretion, may also establish such additional restrictions or conditions that
must be satisfied as a condition precedent to the payment of all or a portion of any awards. The Committee
will also have sole discretion to reduce the amount of any award to a participant if it determines that such
reduction is necessary or appropriate based upon certain factors and conditions set forth in the Plan. The
Committee, however, may not use its discretionary authority to increase any award that is intended to be
performance-based compensation under Section 162(m) of the Code.

Payment of Incentive Compensation Awards

No award intended to qualify as performance-based compensation within the meaning of Sec-
tion 162(m) of the Code will be payable prior to approval of the Plan's material terms by the Company’s
shareholders. Participants who have terminated employment with the Company prior to the payment of an
awards for any reason, will forfeit any and all rights to payment under any awards then outstanding and will
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not be entitled to any cash payment for such period, unless the Committee determines that the award is not
forfeited, in which case the award will be prorated to reflect the period of service during the performance
period prior to such participant's employment termination. and shall be paid subject to certification thatthe
applicable performance goals and other material terms have been satisfied.

The payment of awards granted pursuant to the Plan may, under certain circumstances, be deferred
until a ater date,

Amencments and Termination

The Company may at any time amend or terminate the Plan; provided, however, that no such
amendment or termination will, without the consent of the participant, materially adversely affect the rights
of any participant to any payment that has been determined by the Committee to be due and owing.
Notwithstanding, the Committee may, at any time, modify, amend or terminate any or all of the provisions of
the Plan to the extent necessary to conform the provisions of the Plan with Section 409A or Section 162(m)
of the '>ode, the regulations promulgated thereunder or an exception thereto.

New Plan Benefits

It s not possible to determine at this time the benefits that will be payable to participants under the
Plan for this year or any future year. However, information concerning the participation in the Plan since
Janualy 1, 2008 is set forth at pp. 24-26.

Federil Income Tax Consequences

The following is a brief summary of the principal United States federal income tax consequences
applicable to Plan participants and the Company, and is based upon aninterpretation of present federal tax
laws and regulations and may be inapplicable if such laws and regulations are changed. This summary is
not intended to be exhaustive or constitute tax advice and does not describe state, local or foreign tax
conse juences. To the extent any awards under the Plan are subject to Section 409A of the Code, the
following description assumes that such awards will be designed to conform to the requirements of
Secticn 409A of the Code and the regulations promulgated thereunder (or an exception thereto). The Plan
is not :subject to the protective provisions of the Employee Retirement Income Security Act of 1974 and is
not qu alified under Section 401(a) of the Code.

Incentive Compensation Awards

A participant generally will not recognize income upon the grant of an award. Upon payment of the
award, the participant will recognize ordinary income in an amount equal to the cash received. When the
partic pant recognizes ordinary income upon payment of an award, the Company will generally be entitled
to a tax deduction in the same amount.

Section 162(m)

L nder Section 162(m) of the Code, the annual compensation paid to the Company's chief executive
office - and its other three most highly compensated executive officers will be deductible only to the extent
that i does not exceed $1 million. However, the Company can preserve the deductibility of certain
compensation paid in excess of $1 million if the conditions of Section 162(m) are met. These conditions
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include shareholder approval of the Plan, setting limits on the number of awards that any individual may
receive and establishing performance criteria that must be met before the award actually will vest or be
paid. The Committee has the authority o determine the extent to which awards will be structured to
conform to the requirements applicable to performance-based compensation and to take such action as it
determines to be necessary to conform to those requirements.

Section 409A

Participaticn in and compensation paid under the Plan may result in the deferral of compensation that
is subject to the requirements of Code Section 409A. Failure to meet certain requirements under that
section could result in the compensation being subject to immediate taxation and tax penalties. To the
extent any benefits paid under the Plan are subject to the provisions of Section 409A of the Code, it is
intended that the award will be administered, interpreted and construed in a manner necessary to comply
with Section 409A or an exception thereto. Notwithstanding, Section 409A of the Code may impose upon a
participant certain taxes or interest charges for which the participant is responsible. Section 409A does not
impose any penalties on the Company and does limit the Company’s deduction with respect to compen-
sation paid to a participant.

Transferability
No bonus or any right thereto will be assignable or transferable by a participant except by will or by the
laws of descent and distribution.

Duration of the Plan

The Plan is intended to continue in force from year to year, and will remain in effect until all bonuses
made under the Plan have been paid or forfeited and alf performance pericds related to awards made
under the Plan have expired.

Vote Required

Approval of the Executive Annual incentive Compensation Plan will require the affirmative vote of the
holders of a majority of the shares of common stock voting on this proposal, excluding abstentions and
broker non-votes.

The Board of Directors recommends that you vote “FOR” approval of the Executive Annual
Incentive Compensation Plan.
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EXECUTIVE COMPENSATION

Compznsation Discussion and Analysis
Overview

The Company's compensation objectives for executive officers are to retain and attract talented and
qualificd executives in a competitive market place. The Board of Directors' Compensation Committee (the
“Comrittee") recommends executive officer compensation, and its recommendations are then approved
by the Board of Directors. Unless otherwise indicated, all Committee actions or determinations have been
approed by the Board.

Tihe Compensation Committee’s compensation philosophy supports the Company’s overall man-
agement philosophy of hiring and retaining talented and productive people, rewarding initiative, empow-
ering employees to make timely decisions that favorably affect results, and rewarding positive results.

Tre Committee aligns executive officer compensation with the Company’s performance and the
creation of long-term stockholder value. Accordingly, a significant portion of executive officer compen-
sation is variable and earned under incentive plans that are based on the Company's performance and the
value delivered to the Company’s stockholders.

When making decisions on its recommendations for executive compensation, the Committee takes
into aucount the executive's entire compensation package. The Committee, however, has not established
any policy on the aliocation of an executive’s total compensation package between current year and long-
term compensation or between cash and equity. Instead, the Committee structures the elements of its
executives’ compensation into a competitive package that aligns total compensation with corporate
performance and enables the Company to retain and attract the best available executives.

In 2007, the Committee retained Towers Perrin to assist the Committee in the evaluation of the
Company’s executive compensation practices. This review resulted in the Committee recommending
varioL s changes. While Towers Perrin's work was not completed until early in 2008, much of Towers
Perrir’s guidance is reflected in this analysis, specifically regarding compensation structure.

The compensation package for executive officers has three primary components: a base salary, an
annu:l incentive award, and long-term incentive awards. Base salaries are set with reference to the
50th percentile of data for positions of similar responsibility. Annual incentive compensation is based on
goals established annually by the Board after considering the Company’s prior year performance, planned
subse:quent year performance and anticipated market conditions for the upcoming year. The Committee
has datermined to alter the Company’s annual incentive program in 2008 primarily by including return on
inves ed capital as an additional annual performance measure.

Towers Perrin’s research and analysis revealed that the long-term incentive portion of the executives'
compensation packages had not been competitive. As a result, in March 2008 the Committee decided to
increuse long-term incentive opportunities through the regular issuance of common stock, both time and
perfo ‘mance based, for long-term incentive awards. Under the Company’s previous long-term incentive
plan the “2005 — 2007 Three Year Plan” described at pp. 27-28), the Company paid long-term awards
prime rily in cash but with some equity component.
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Comparator Group

To assist in its compensation decisions, and to determine median overall compensation and median
compensation for pay components, the Committee used data drawn from: (i} market compensation
surveys from Towers Perrin, Mercer, Watson Wyatt; and (i) the CompAnalyst by Salary.com survey
provided by our internal human resources department; and (iii) the compensation practices of the
“Comparator Group” described below.

Due to the Company’s product mix and distinct manufacturing and distribution functions, the Com-
mittee does not believe the Company has true “peers” among publicly traded organizations. Accordingly,
Towers Perrin recommended using certain publicly traded companies that were, in some respect,
comparabie to the Company {the “Comparator Group”). These companies were selected based on the
following criteria: (i) revenues ranging from $250 million to $1.2 billion; (ii) industrial companies, many with
adistribution segment; (iii) assets of less than $1.0 billion and annual asset turnover (revenue/total assets)
of greater than 1.0.

The Committee approved the following Comparator Group: A.M. Castle & Co., Circor International,
Inc., Empire Resources, Inc., NN Inc., Olympic Steel, Inc., Koppers Holdings, Inc., Wabtec Corp,
Greenbrier Companies, Inc., American Railcar Industries, Inc., Industrial Distribution Group, Inc., Lawson
Products, Inc., Haynes International Inc., Skyfine Corp., Northwest Pipe Company, Insteel Industries,
Houston Wire & Cable Co., RBC Bearings, Inc., DXP Enterprises, Inc. Synalloy Corp., and Portec Rail
Products, Inc.

The Comparator Group, while providing useful data, serves only as a point of reference for the
Committee's compensation decisions. ’

Compensation Decision Recommendations

After considering the pay practices of other organizations (both within the Comparator Group and
derived from surveys), the Committee exercises its informed, yet subjective, judgmentin making decisions
on executive compensation components, including the amount of compensation, the allocation of com-
pensation among components of pay and current and long-term compensation. The Committee also takes
into account prior equity and non-equity compensation when determining executives’ compensation.

Specific Components of Named Executive Officer Compensation

While the preceding “Overview” described the Company's overall approach to executive compen-
sation, the remainder of this discussion will focus on how these general policies specifically affected the
named executive officers ("“NEQOs") listed in the Summary Compensation Table at page 34.

For the Company'’s fiscal year ended December 31, 2007, the Company's named executive officers
(*NEQs") were Stan L. Hasselbusch, Lee B. Foster il, Donald L. Foster, David J. Russo and John F. Kasel.
Mr. Lee B. Foster Il will, except as described under “Speciaf Bonus” at page 30, only incidentally be
included in this discussion since (i) Lee B. Foster II’'s base annual salary of $165,000 has not been
increased since 2002; (ii) Lee B. Foster il has not andis not anticipated to be a participant in the Company's
short or long-term incentive plans; and (iii) Lee B. Foster |1, although he plans to continue to serve as a
director of the Company, plans to retire as a Company employee on May 27, 2008.
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Salary

P eviously, the NEO's, excluding Lee B. Foster ll, were eligible for salary reviews at 12 month intervals based
on the anniversary of their respective hiring dates. The Company has since changed this practice and starting in
March 2008, all salaried employees will receive annual reviews in March of eachyear. The Company believes that
a sing e review date will promote more accurate assessments of its employees’ refative performances.

Using data from the Comparator Group and compensation surveys as guidelines, the Committee
deterriines competitive salaries for the NEOs. As part of its determinations, the Committee gives
signifizant weight to the Chief Executive Officer's performance assessments and salary adjustment
recorr mendations for NEOs, other than the Chief Executive Officer.

The Compensation Committee adjusts the Chief Executive Officer's salary based upon its interpre-
tation of the above mentioned guidelines and its assessment of the CEO’s performance (taking into
accoLnt the health of the Company's various markets). The Committee may also solicit recommendations
and ir sights regarding Mr. Hasselbusch’s performance from the Chairman of the Board, Lee B. Foster |I.
The Compensation Committee determined that Mr. Hasselbusch's performance in 2007 had been
outste.nding. The Committee recognized that Mr. Hasselbusch had led the Company to significant growth
in revanues and pre-tax profit, while skillfully overseeing the continued implementation of improvement
processes (such as LEAN manufacturing and the Balanced Scorecard). The Committee recommended
(and 1he Board of Directors approved) increasing Mr. Hasselbusch’s salary from $430,000 to $460,000,
effect.ve July 1, 2007.

Alnnual Incentive Plan

In March 2007, the Compensation Committee approved an annual bonus plan, known as the 2007
Manzgement Incentive Plan (the “2007 MIP”). The 2007 MIP largely was based on actual 2007 perfor-
mance compared to “Planned Incentive income”. For 2007, Corporate’s “Planned Incentive Income™ was
$22,485,000. The Company attained actual 2007 Incentive Income of $39,970,000.

' “Planned Incentive Income™ was the Company's and/or operating units’ planned annual 2007 pre-tax
inc yme, as approved by the Board of Directors, but excluding benefits payable under the 2007 Plan and
divdend and interest income with respect to the Company's Dakota Minnesota & Eastern Railroad
Preferred Stock exceeding $990,000. “Incentive Income” had the same definition as “Planned Incentive
income”, except that “Incentive Income” is based on actual 2007 pre-tax income and excluded any
poition of gains or losses from transactions not in the ordinary course of business which the Committee
determines to exclude; the Committee excluded from “Incentive Income” gains from the sale of the
Company’s interest in the Dakota, Minnesota & Eastern Railroad Company, together with dividend and
interest income in excess of $990,000 from the Company’s former ownership of DM&E preferred stock.

($-in thousands)

[ncome from Continuing Operations before incometaxes. . .................. 168,511
|_ess: Gain on sale of investmentinthe DM&E. .. ....... ... ... .. ... ..., (122,885)
_ess: Incremental dividend income triggered by the sale of the DM&E. ... .. .. .. (8,472)
Slus: 2007 Plan eXpenses . . . .. ... e 2,816
InCentive INCOME . . . et e et e s 39,970




The Company does not disclose any operating unit's “Planned Incentive Income” because the
disclosure of an operating unit’s Incentive Income could create competitive harm if competitors reacted
to an operating unit’s past or anticipated performance.

NEOs {other than Lee B. Foster 1} were assigned initial “target percentages” of salary ranging from
35% to 45%, as set forth in the following table:

Management Grade Level Target Percentage
Stan L. Hasselbusch, President and Chief Executive Officer 45%
David J. Russo, Sr. V.P, CFO and Treasurer 35%
John F. Kasel, Sr. V.P, Operations & Manufacturing 35%
Donald L. Foster, Sr. V.P., Construction Products 35%

An NEO's “Target Percentage” was then multiplied by the participant’s 2007 salary to determine the
NEQ's “Target Award”.

“Target Awards” for NEQs were allocated between “Corporate” and/or applicable operating units
and/or departmental/individual goals as set forth in the following table:

Operating
Corporate Unit Goals
Stan L. Hasselbusch, President and Chiet Executive Officer 100%
David J. Russo, Sr. V.P., CFO and Treasurer 80% 20%
John F. Kasel, Sr. V.P, Operations & Manufacturing 80% 20%
Donald L. Foster, Sr. V.P,, Construction Products 20% 60% 20%

A participant's actual “Incentive Award” was calculated by multiplying the “Target Award” by the
percentage of Planned Incentive Income achieved (the “Performance Percentage”) based upon, with
respect to Corporate, Corporate “Incentive Income” and, with respect to the applicable operating unit, the
operating unit's “Incentive Income”. Mr. Hasselbusch determined the extent to which other NEQs (exclud-
ing Lee B. Foster Ii) attained individual or departmental goals, which determinations were approved by the
Committee. For example, Mr. Russo's goals included reducing both “days sales outstanding” and risk
management expenses. Mr. Hasselbusch determined that Mr. Russo had achieved all of his goals and the
Committee affirmed Mr. Hasselbusch’'s determination.
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The table below explains how individual Incentive Awards were calculated based on actual 2007
Corpo-ate and/or Operating Unit Incentive Income:

Incentive Income as

Percentage of incentive Award, as
Planned Incentive Percentage
Income of Target Award
Outstanding Corporate  Operating Unit
160% and over 200% 200%
155% 190% 190%
150% 180% 180%
145% 170% 170%
140% 160% 160%
135% 150% 150%
130% 140% 140%
125% 130% 130%
Exceeding
120% 120% 120%
115% 115% 115%
110% 110% 110%
105% 105% 105%
Target
100% 100% 100%
Threshold
90% 80% 80%
B0% 60% 60%
70% 40% -0-

As with all incentive compensation tables in this Compensation, Discussion and Analysis, interpolation
betwe en points was or will be made on a straight line basis.

V/hen the 2007 MIP was adopted, the Committee anticipated that, upon achievement of the 2007
busin 2ss plan financial goats, Corporate and each operating unit would achieve at least “target levels” of
Planned Incentive Income and that, after surpassing target, it would be progressively more difficult for
either Corporate or any operating unit to attain levels of Incentive Income above target levels. It was
expected to be unlikely, although possible, that an NEO would receive maximum awards. Due, however, to
the Company’s outstanding and substantially stronger than anticipated performance in 2007, the awards,
as disclosed in the Summary Compensation Table, approached or equaled maximum awards.

Ety way of example, the Company’s 2007 Incentive Income was at $39,970,000, which exceeded
160% of its $22,485,000 Planned Incentive Income. Since Mr. Hasselbusch’s Target Award was 100%
allocated to “Corporate”, Mr. Hasselbusch’s “Target Award” of $200,250 (Mr. Hasselbusch’s $445,000
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base salary X Mr. Hasselbusch’s 45% “Target Percentage”) was multiplied by 200%. Accordingly,
Mr. Hasselbusch received an Incentive Award of $400,500 (Target Award X 200%).

2008 Annual Incentive Program
Starting in 2008, the Committee has changed its annual incentive compensation program.

In March 2008, the Committee recommended and the Board approved, subject to shareholder
approval, the L.B. Foster Executive Annual Incentive Compensation Plan (“Annual Plan”). Pursuant to the
Annual Plan (discussed further at pp. 15-18), the Committee has approved 2008 Performance Measures
and Goals (“2008 Goals") under which annual incentive awards for 2008 will be based upon the extent to
which Corporate and/or individual operating units approach or surpass “Planned Pre-Tax Income™ and,
for Corporate only, “Planned ROIC™. The Committee has determined that ROIC should be included as a

2 “Pre-Tax Income” shall mean the pre-tax income tor the Corporation or, as applicable, for an Operating
Unit determined in accordance with generally accepted accounting principles, but excluding: (i) the
“Milestone Payments” or other amounts, if any, paid to the former shareholders (and their respective
successors and assigns) of the Dakota Minnesota and Eastern Railroad Corporation (‘DM&E”) arising
from or in connection with the 2007 merger of the DM&E; (i) all gains or losses arising from sales of
capital assets when the sale or purchase price for an individual asset exceeds $50,000; (iii) all expenses,
costs, profits, losses or gains attributable to (a} the sale; other than sales of inventory in the ordinary
course of business, of more than 25% of the assets of an “Operating Unit” or 50% of the assets of a
Component in the Fiscal Year, or (b) the acquisition of a business in 2008 for a purchase price of more
than $1M; (iv) with respect to Operating Units only, the costs of the Plan; (v) interest, investment gains or
losses arising from cash or marketable securities of $105M; and (vi) interest expense related to use of
funds in excess of $105M, during the Fiscal Year in connection with the purchase of a business or
businesses for more than an aggregate purchase price(s) of $105M; provided, however, that the loss of
investment income due to the use of funds in excess of $105M shall be added back to calculate pre-tax
income with such funds being deemed to have earned interest at the effective average interest rate
attained by the Corporation for the Fiscal Year from the date such funds are so utilized. Notwithstanding
the foregoing, in the event more than 25% of the assets of an Operating Unit or 50% of the assets of a
Component are sold, excluding sales of inventory in the ordinary course of business, during the Fiscal
Year, such Component's or Operating Unit's, as applicable, Planned Pre-tax Income shall be eliminated
from all calculations, together with the Component's or Operating Unit's, as applicable, profits, losses
and Pre-tax Income for the Fiscal Year.

“ROIC” means, with respect to the Fiscal Year, after tax earnings from continuing operations before
interest income and interest expense and amortization charges (tax affected using the effective
corporate tax rate) and excluding: (i) all “Milestone Payments” or other amounts, if any, paid to the
former shareholders (and their respective successors and assigns) of the DM&E arising from or in
connection with the 2007 merger of the DM&E; (i) all gains or losses arising from sales of capital assets
when the sale or purchase price for an individual asset exceeds $50,000; and (iii) all expenses, cosls,
losses, and gains attributable to (a) the sale, excluding sales of inventory in the ordinary course of
business, of more than 25% of the assets of an “Operating Unit” or, more than 50% of the assets of a
Component, or (b) the acquisition of a business for a purchase price exceeding $1,000,000, divided by
an average of month end total assets less the sum of cash, marketable securities and non-interest
bearing current liabilities, determined in accordance with generally accepted accounting principles.
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perforance metric since the achievement of ROIC goals, in the Committee’s judgment, is aligned with the
tong-term interests of shareholders.

Corporate’s Planned Pre-Tax Income? was set at $30,664,000 under the 2008 Goals and Planned
ROIC was set at 15%. The 2008 Goals provide that the cost of the plan shall be included in the calculation
of bott Corporate Pre-tax Income and Corporate ROIC. For the reasons set forth at page 22, the Company
does riot disclose performance targets for its operating units.

Carporate and each Operating Unit are expected to achieve target levels of income and ROIC under
the 2008 Goals. It will be increasingly more difficult to attain levels of Pre-tax income and/or ROIC above
targetis). Therefore, it is anticipated to be unlikely, although possible, for an NEQ to receive a maximum
award,

For the 2008 annual incentive program each NEO (other than Lee B. Foster Il) was assigned the
following Target Percentages:

Target Percentage

S:an L. Hasselbusch, President and Chief Executive Officer 65%
David J. Russo, Sr. V.P,, CFO and Treasurer 45%
John F. Kasel, Sr. V.P,, Operations and Manufacturing 40%
Donald L. Foster, Sr. V.P.,, Construction Products : 40%

A Participant's base salary is multiplied by this Target Percentage to obtain a “Target Award”. These
Targe! Awards are then allocated as follows:

Sr. V.P. and CFQ;
Sr. V.P, Sr. VP,

Chief Executive Operations & Construction
Metric Officer Manufacturing Products
Finand:ial
Perormance
Aweirds Corporate ROIC 25% 25%
Pre-Tax Income — Corporate 75% 55% 20%
Operating Unit Pre — Tax Income 60%
Indiviclual
Per'ormance
Awards Personal Objectives 20% 20%

Financial Performance Awards are designed to comply with IRS Section 162(m), while Individual
Performance Awards may not satisfy IRS Section 162(m) requirements.

4 “Plznned Pre-tax Income” does not constitute a prediction or forecast as to the Company’s future
perlormance. Various factors could cause the Company’s actual results to differ materially from these
indi >ated by forward-looking statements and other communications. Readers are encouraged to review
the -isk factors in the Forward-Looking Statement section of the Company’s Annual Report on Form 10-K
for the year ended December 31, 2007 and any other risk factors noted in the Company’s subsequent
filinys with the Securities and Exchange Commission.
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The Financial Performance Awards (but not Individual Performance Awards) will be adjusted upward
or downward based on the actual attainment of planned Pre-Tax Income and ROIC as set forth below:

Incentive Income Multiplier (Corporate/Operating Unit)

% of Planned Pre-Tax income Corporate or Operating Unit
Achieved Multiplier
140% and OVEr .. ... e e 200.0%
1880 . o e e 187.5%
180 . e 175.0%
4 ) 162.5%
120 . o o e e 150.0%
115 o o e e 137.5%
L L 125.0%
0D o ot e e e e 112.5%
100% (target) . .. ... o e e 100.0%
L 73.0%
B0 . . e e e 47.0%
F0 o . e 20.0%
Lessthan 70% . . . ... i e 0.0%

“ROIC Multiplier

ROIC Achieved Corporate Multiplier
21.00% and Over ... ... e 200.00%
20,28 . . e 187.50%
B 175.00%
L= 2074 162.50%
18,005 . e e e 150.00%
17 2D e o e e 137.50%
16,500 . o e e e 125.00%
L4 112.50%
18.00% (arget) . ... e 100.00%
B T 73.00%
12,35 e . e e 47.00%
1100 o . e 20.00%
Lessthan 11.00% . . .. ... oo e i e e e e 0.00%

Corporate and each Operating Unit are expected to achieve target levels of pre-tax income and
Corporate is expected to achieve target ROIC. It will be increasingly difficult for Corporate, or any operating
unit, to attain levels above target(s). It is anticipated to be unlikely, although possible, for an NEQ to receive
a maximum award.
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2005-2007 Three Year incentive Plan

01 May 25, 2005, the Company'’s Board of Directors, upon the prior recommendation of its Com-
pensa‘ion Committee (the “Committee”), approved the “L.B. Foster Company 2005 Three Year Incentive
Plan” (the “Three Year Plan”}. This Plan was designed to motivate selected executive officers to improve
the Ccmpany’s performance over the three year period, 2005 — 2007, inclusive, (the “Three Year Period).
No other long-term incentive grants were made to the NEOs in 2006 or in 2007.

Te amount payable under the Three Year Plan was based on a “Performance Percentage”. The
“Perfo ‘mance Percentage” was the Company's “Three Year incentive Income™ minus $13,168,000 {with
the difference representing the improvement in the Company’s pre-tax income for the Three Year Period
over v/hat the Committee considered to be a reasonable three year baseline performance) divided by
$10,3.11,000 (representing what the Committee considered to be an acceptable cumulative improvement
during the Three Year Period).

Based upon the “Performance Percentage” attained, the total amount payable was based on the
applicable “Payout Percentage” in the table below multiplied by $1,825,000:

Performance Payout Percentage
Percentage (as % of $1,825,000)
Less than 70% -0-
70% 10.0%
80% 30.0%
90% 62.5%
100% 100.0%
110% 112.5%
120% 130.0%
130% 150.0%
150% ' 200.0%

5 “Ttree Year Ihcentive Income” is the Company’s aggregate pre-tax income for the Three Year Period,
excluding income with respect to the Company’s investments in the Dakota, Minnesota & Eastern
Ra Iroad, but including a $2,500,000 gain from the February 2006 sale of the Company’s Geotech
div sion.

($ - In thousands)

Income from Continuing Operations before income taxes from 2005 through

D007 . e e e e 191,327
l_ess: 2007 Gain on sale of investmentinthe DM&E . ...................... (122,885}
_ess: 2007 Incremental dividend income triggered by the sale of the DM&E ... .. (8,472)
_ess: Recurring dividend income related to DM&E from 2005 through 2007. . .. . . (2,722)
d|ys: Partial gain from the sale of Company’s Geotechnical Division in 2006 . . ... 2,500
Three Year INCentive INCOMIE . . .. vt ittt it e e 59,748




Individual awards were then calculated by multiplying the total amount available for awards by a
traction, the numerator of which is the points assigned to the participant and the denominator of which is
the sum of all points assigned to all participants in the Plan. The participants included the President and
Chief Executive Officer, four Senior Vice Presidents, four Vice Presidents and the Controller. Points have
been assigned to NEQs as foliows:

President/CEQ 4 Points
Sr. Vice President 2 Points

The Company’s Performance Percentage exceeded 150% and accordingly, maximum payouts were
made. Portions of individual awards {20% for Mr. Hasselbusch and 15% for Messrs. Russo, Kasel and
Donald Foster) were made in the form of Company common stock which may not be voluntarily transferred
until May 1, 2010. Lee B. Foster Il did not participate in the Three Year Plan. The following table shows the
cash and stock awarded to the NEOs:

Name Cash Shares
Stan L. Hasselbusch $614,739 3,500
David J. Russo $326,580 1,312
Donald L. Foster $326,580 1,312
John F. Kasel $326,580 1,312

The Committee has determined not to use the Three Year Plan as a model for future long-term
incentive programs. Instead, the Committee has determined, subject to shareholder approval, and to
implement a new plan design in 2008. Under the 2006 Omnibus incentive Plan, as amended, long-term
incentive awards shall be exclusively in the form of Company common stock.

2006 Omnibus Incentive Plan as Amended

The Omnibus Incentive Plan, as amended, is being submitted for shareholder approval (see pp. 9-15).
This Plan provides for the issuance of up to 500,000 shares of the Company’s common stock, which may
include newly-issued or treasury shares, through the exercise of stock options or the award of shares of
common stock. If shareholder approval is obtained, the Omnibus Plan will also provide for the award of
performance grants.

For 2008, the Committee has concluded, after consultation with Towers Perrin, to initiate a long-term
incentive program that provides for annual grants of equity instead of providing, as did the previous “Three
Year Plan”, a single grant that covers three years. The new program will consist of two components: time
vested restricted stock and performance units. The objectives of this new program are to provide NEOs
with incentive to remain with the Company, provide a means for executives to build ownership in the
Company and align the value of awards with the Company’s long-term financial performance. A new three
year performance period will begin at the beginning of each year, creating overlapping three year
performance periods.

The time vested restricted stock grants are designed to align NEO compensation and Company
performance by making some of the compensation incentive opportunity dependent upen appreciation of
shareholder value. Equity grants are also designed to promote retention of talented executives and build
their ownership in the Company.
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The performance share units are designed to align compensation and Company performance by
making the preponderance of NEO long-term incentive compensation over each three year performance
period based upon the Company's return on invested capital (ROIC).E

Af-er consulting survey data furnished by Towers Perrin, the Committee established the following
Target Awards for the initial three year performance period 2008 — 2010, inclusive:

Stan L. HasselbUSCH . . .. . oo e e e e e $500,000
David J. RUSSO .« ot ot e ittt e e e e e $120,000
JCRN F KASEl . . o e $120,000
Donald L. Foster. .. ... i i Cee e ... $120,000

Lee B. Foster il will not participate.

The Committee plans to establish new targets annually for successive three year performance
periods. For example, in 2009, the Committee plans again to establish targets and new financial metrics for
the pe formance period 2009 - 2011, inclusive.

For 2008, approximately 25% of the target award was distributed through the issuance of non-voting,
non-disidend eligible restricted common stock, which generally will be forfeited if a participant is not
emploed by the Company on March 6, 2012. Using a value of $43.91/share (the average closing price of
the Company’s stock on trading days between February 18 and February 29, 2008), the Committee
award2d the following amounts of such forfeitable stock to each of the following NEOs:

Name . oo Sﬂrgg
Stan L. Hasselbusch v 2,847
David J. Russo 683
Donald L. Foster - 683
John F. Kasel 683

T1e remaining 75% of an NEO’s “target” is in the form of performance units which, after a three year
perfornance period from 2008 — 2010, inclusive, will be converted into Company common stock based
upon the Company’s average ROIC over the three year performance period. Each of the NEOs, other than

8 For purposes of the three year performance period 2008 — 2010, ROIC for each year means: (a) after tax
ear1ings from continuing operations before interest income and interest expense and amortization
charges (tax affected using the effective corporate tax rate) and excluding all “Milestone Payments” or
othar amounts, if any, paid to the former shareholders (and their respective successors and assigns) of
the DM&E arising from or in connection with the 2007 merger of the DM&E, divided by (b) an average of
moth end total assets less the sum of cash, marketable securities and non-interest bearing current
liakilities, determined in accordance with generally accepted accounting principles.
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Lee B. Foster |l, was awarded the following “Performance Share Units”, which are contingent on share-
holder approval of the Plan:

Name . Number of Performance Share Units
Stan L. Hasselbusch B,540
David J. Russo 2,053
Donald L. Foster 2,053
John F. Kasel 2,053

Based upon the Company’s “Average ROIC” over the three year period, each NEQ's Performance
Share Units will be converted into Company common stock. “Average ROIC” for the three (3) year
performance period shall be calculated by adding together the annual ROIC percentages and dividing by
three. The Average ROIC target for the 2008 — 2010 performance period shall be 16%. The Committee
determined "Average ROIC” was the performance measure most aligned with shareholders' interests over
the long term.

The number of performance shares to be awarded to a participant shall be determined by multiplying
the participant's Performance Share Units by the “Percentage of Performance Share” that corresponds to
the Company's “Average ROIC” for the three year performance period:

ROIC
Percent of
) . Performance Share

Level of Performance Average ROIC Units Earned
Below Threshold. . ................ Below 12.0% 0%
Threshold . . . ... ... ... ... . ... Equal to 12.0% 50%
Target. .. ........ . .. i Equal to 16.0% 100%
Qutstanding . .................... Equal to or Greater than 20.0% 200%

Individual Supplemental Bonus

When John Kasel was elected a Senior Vice President in May 2005, the Committee’s practice would
have been to grant him 25,000 opticns, which would vest in 25% increments over the next four years, The
grant to Mr. Kasel inadvertently was omitted from the Committee’'s May 2005 meeting agenda and, by the
time the 25,000 opticns later were awarded to Mr. Kasel, the exercise price far such options had increased.
Accordingly, the Company, with the prior approval of the Compensation Committee, agreed to pay $35,750
to Mr. Kasel on each of August 10, 2006, August 10, 2007, August 10, 2008 and August 10, 2009 (or as
soon thereafter as practical) minus (for each payment) the amount, if any, by which the average closing
price of the Company’s common stock for all trading days from June 1 to July 31, inclusive, of the applicable
year was less than $14.77/share, multiplied by 6,250. Mr. Kasel was paid $35,750 in August 2006 and
2007, and will receive additional payments under this agreement only if Mr. Kasel is empioyed by the
Company when a payment is due.

Special Bonus

Since 1990, Lee B. Foster Il, Chairman of the Board, has been primarily responsible for recom-
mending, implementing and overseeing the Company’s investments in the Dakota, Minnesota & Eastern
Raitroad Company (“DM&E"). In October 2007, the DM&E merged with another railroad. As a resuit, the
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Company, as a common and preferred shareholder in the DM&E, received in October 2007, $148.9M in
cash und realized a pre-tax gain of approximately $122.9M. The Compensation Commitiee reviewed
Mr. Foster's contribution to this extraordinary result and awarded Mr. Foster a special bonus of $600,000in
Octobar 2007.

Fetirement Plans

During 2007, the Company restructured its Voluntary Investment Plan, a defined contribution retire-
ment plan qualifying under Section 401(k) of the Internal Revenue Code, covering all sataried employees,
and created the L.B. Foster 401(k) and Profit Sharing Plan which includes an automatic enroliment
provision, two year vesting, and immediate eligibility and Company match. In 2007, the Company matched
the fir:st 1% of the employee's compensation, then matched 50% to the employee’s next 6% of contribution.
For 20107, the Company atso made a discretionary contribution of $1Mto the 401 (k) which will be shared by
partic pants based primarily on their respective compensation, subject to Internal Revenue Code limita-
tions. The Company's contributions for 2007 to the 401(k) for Messrs. Hasselbusch, Lee B. Foster I,
Russy, Kasel and Donald Foster are included in the Summary Compensation Table.

The Company also maintains a Supplemental Executive Retirement Plan under which executive
officers may accrue benefits which approximate benefits unavailable under the 401 (k) because of Internal
Reve 1ue Code limitations. These benefits are also included in the Summary Compensation Schedule.

The Company maintains these retirement plans in order to provide a competitive opportunity for its
emplyees to obtain a secure retirement.

Ither Compensation Plans

/At various times in the past, the Company has adopted certain employee benefit plans in which NEOs
have been permitted to participate and has adopted certain executive officer leased vehicle, life, long-term
disatiility and health insurance programs. The incremental cost to the Company of the NEOs’ benefits
provided under these programs is included in the Summary Compensation Table. Benefits under these
plans are not directly or indirectly tied to Company performance.

‘The Company also provides limited perquisites to the NEOs which may include cash car allowances
or use of a leased car and membership in athletic or social clubs. We believe that these perquisites tend to
prom.ote the Company’s image, to provide outlets for interaction between the Company’s executives and
the Company’s vendors/suppliers and other business associates and/or to encourage healthy activities.
The Company’s incremental costs for these perquisites are includedin the Summary Compensation Table.

Right of Recovery

The Company has the right to recover all or a portion of awards of performance share units under the
Omnibus Plan if the Company is required to prepare an accounting restatement due to material non-
comboliance with any financial reporting requirement.

Ownership Guidelines

In 2008, the Company adopted equity ownership guidelines. Under these guidelines, executive
officers are expected over time, to own stock valued at a multiple of the officer’s salary. Within five years,
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the CEQ will be expected to own stock valued at least 5 times his salary; Sr. Vice Presidents will be
expected to hold stock valued at least 2.5 times their respective salaries and Vice Presidents and the
Controller will be expected to own stock valued at least 1.5 times their respective salaries. The Company's
outside direciors are expected to own stock valued at teast 3 times their annual cash compensation,

Miscellaneous

We do not provide pension arrangements or post-retirement health coverage for our NEOs except that
upon Lee B. Foster Il ceasing to be a Company employee, effective May 27, 2008, the Company has
agreed to pay for Mr. Foster's and his wife's health benefits until they are both 65.

All NEOs are employees-at-will and as such do not have employment agreements. Although the
Company may consider entering into change of control agreements with certain NEOs, the Company
currently has not entered into any change of control agreements. The Company has adopted policies
regarding the adjustment or recovery of awards or payments in the event the performance measuses upon
which they are based are restated or otherwise adjusted with respect to Performance Share Units awarded
in 2008 under the Omnibus Plan.

Tax Considerations

The Compensation Committee has considered the impact of the applicable tax laws with respect to
compensation paid under the Company’s plans, arrangements and agreements. In certain instances,
applicable tax laws impose potential penalties on such compensation and/or result in a loss of deduction to
the Company for such compensation.

Section 409A. Participation in, and compensation paid under, the Company’s plans, arrangements
and agreements may, in certain instances, result in the deferral of compensation that is subject to the
requirements of Section 409A of the Code. Generally, to the extent that the Company’s plans, arrange-
ments and agreements fail to meet certain requirements under Section 409A of the Code, compensation
earned thereunder may be subject to immediate taxation and tax penalties. It is the intent of the Company
that its plans, arrangements and agreements will be structured and administered in a manner that
complies with the requirements of Section 409A of the Code.

Section 162(m). With certain exceptions, Section 162(m) of the Code limits the Company's deduc-
tion for compensation in excess of $1 million paid to certain covered employees. Compensation paid to
covered employees is not subject to the deduction limitation if it is considered “qualified performance-
based compensation” within the meaning of Section 162(m) of the Code. While the Compensation
Committee considers the tax irmpact of any compensation arrangement, the Committee evaluates such
impact in light of our overall compensation objectlives. The Compensation Committee reserves the right to
approve non-deductible compensation if the Compensation Committee believes itis in the best interests of
our shareholders. Additionally, if any provision of a plan or award that is intended to be performance-based,
within the meaning of Section 162(m} of the Code, is later found to not satisfy the conditions of
Section 162(m), the Company’s ability to deduct such compensation may be limited. The Company is
attempting to satisfy Section 162(m) for certain elements of compensation by seeking shareholder
approval of the 2006 Omnibus Incentive Plan, as Amended and Restated and the Executive Annual
Incentive Compensation Plan. '

32




COMPENSATION COMMITTEE REPORT

The Compensation Committee has reviewed and discussed the Compensation Discussion and
Analyz.is with management and based on this review and discussion, it has recommended to the Board
of Dire:ctors that the Compensation Discussion and Analysis be included in this proxy statement and

incorporated by reference into the Company's Annual Report on Form 10-K for the fiscal year ended
December 31, 2007. ‘

William H, Rackoff, Chairman
Henry J. Massman IV

G. Thomas McKane

John W. Puth

33




SUMMARY COMPENSATION TABLE

The following table sets forth information regarding compensation of the Company’s NEOs for the

years 2006 and 2007.

(if)

(i)
(iv)

v)

(vi)

{vii)

(vili)

Non-Equity
Stock  Option Incentive Plan
Awards Awards Compensation Alt Other

Salary Bonus Ss) SS) ES} Compensation Total

Position Year {$) ($) (iin) {iv) \} {$) (8)
Stan L. Hasselbusch . ........... 2007 445,000 — 153,685 — 1,015,239 82,307 (vi) 1,696,231
2006 415,000 — — 6487 373500 78,991 (vi) 873,978
LeeB.Foster Il . ............... 2007 165,000 600,000 (i) - — — 75,746 (vii) 840,746
2006 165,000 - — — - 34,118 {ix} 199,118
DonaldL. Fester . .............. 2007 197,837 - 57,632 49,452 463,681 42,239 (x) 810,841
‘ 2006 190,837 — — 49,452 126,907 39,304 (xi) 406,500
DavidJ.Russo . ............... 2007 225,000 — 57632 - 484,080 43,621 (xil) 810,333
2006 204,374 - — 20,188 143,062 36,243 (xii) 403,865
JohnF. Kasel . ................ 2007 174,583 35,750 (i) 57,632 47,817 445855 41,528 {xiv) 803,165
2006 166,533 35,750 (i) — 73,946 108,414 32,661(xv) 417,304
() Mr. Lee Foster received a $600,000 special recognition bonus in November 2007 for his role in the

sale of the Company's investment in the DM&E.

Mr. Kasel received a bonus of $35,750 in August 2006 and again in August 2007 as part of an
individual bonus arrangement which will be in place for two additional years. For further information
see page 30.

Represents portion of the 2005-2007 LTIP payout distributed in stock.

Amounts expensed for pre-2006 and pre-2007 option awards utilizing the provisions of
SFAS No. 123R. See Note 1 of the consolidated financial statements in the Company’s Annual
Report on Form 10-K for the years ended December 31, 2006 and December 31, 2007, respectively.

For 2006, amounts represent cash awards under the 2006 Management Incentive Plan. For 2007,
amounts represent cash awards under the 2007 Management Incentive Plan, as well as the cash
portion of the 2005-2007 LTIP payout. For further information see pp. 21-23, 27-28.

Includes a $45,299 Company Supplemental Executive Retirement Plan {"SERP") contribution,
executive medical reimbursement; Company paid term life insurance premium; Company contribu-
tion to 401(k) defined contribution retirement plan; Company paid long-term disability premium;
personal use of Company paid automobile lease (5 months), car allowance (7 months) and club
membership.

Includes a $40,170 Company Supplemental Executive Retirement Plan {(“SERP")} contribution,
executive medical reimbursement; Company paid term life insurance premium; Company contribu-
tion to 401(k) defined contribution retirement plan; Company paid long-term disability premium;
personal use of Company paid automobile lease and club membership,

Includes a $41,365 Company Supplemental Executive Retirement Plan (“SERP")contribution; exec-
utive medical reimbursement; Company paid term life insurance premium; Company paid long-term
disability premium; Company contribution to 401(k) defined contribution retirement plan; car allow-
ance and club membership.
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{ix} Includes Company contributions to the 401 (k) defined contribution retirement plan, executive medical
reimbursement plan, Company paid term life insurance, long-term disability premium, the supple-
mental executive retirement plan, car allowance and ciub memberships/fees.

{(x) Includes a Company paid SERP contribution; Company paid term life insurance premium; Company
paid long-term disability premium; Company contribution to 401 (k) defined contribution retirement
plan; car allowance; and club membership

{(xi) Includes a Company paid SERP contribution; Company paid term life insurance premium; Company
paid long-term disability premium; Company contribution to 401(k) defined contribution retirement
plan; car allowance; and club membership.

(xii) Includes a Company paid SERP contribution; executive medical reimbursement; Company paid term
li'e insurance premium; Company contribution to 401(k) defined contribution retirement plan;
Company paid long-term disability premium; car allowance and club membership.

(xiiiy Includes a Company paid SERP contribution; executive medical reimbursement; Company paid term
li‘'e insurance premium; Company contribution to 401(k) defined contribution retirement plan;
Company paid long-term disability premium; and car allowance.

(xiv) Includes a Company paid SERP contribution; executive medical reimbursement; Company paid term
life insurance premium; Company paid long-term disability premium; Company contribution to 401(k)
cefined contribution retirement plan; Company paid long-term disability premium; personal use of
Ciompany paid automobile lease (8 months), car allowance (4 months) and club membership

(xv) Includes a Company paid SERP contribution; executive medical reimbursement; Company paid term
life insurance premium; Company paid long-term disability premium; Company contribution to 401(k)
cefined contribution retirement plan; personal use of Company paid automobile lease and club
membership.
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GRANTS OF PLAN-BASED AWARDS IN 2007

The following table provides information on 2007 Non-Equity Incentive Plan Awards.

Estimated Possibte Payouts Under
Non-Equity Incentlve Plan Awards(i)

Threshold Target Maximum
Name ' ($) ($ ($
Stan L. Hasselbusch. ... .......................... 80,100 200,250 400,500
DonaldL. Foster. . ........... ... ... i, 38,776 69,243 138,486
David J. RUSSO . . v vi e e e e 31,500 78,750 157,500
JONN F @Sl . . o\ v e e oot 24,442 61,104 122,208

Lee B. Foster Nl is not a participant in this plan.

(i) These grants reflect awards under the 2007 Management Incentive Plan which is discussed at pp. 21-
23. Amounts paid under this plan to the NEQs for 2007 are included in the Summary Compensation
Table under Non-Equity Plan Compensation.

OPTION EXERCISES IN 2007

The following table provides information on stock option exercises in 2007 by the NEOs. The NEOs
did not own any unvested shares of stock in 2007.

Option Awards

Number of Shares Value Realized on
Acquired on Exercise Exercise

Name {# [£210]

Stan L. Hasselbusch ........... ... .. .. ... .... 100,000 3,886,873
LeeB.Fosterll ........... ... ... .. ... ..., 70,800 2,786,536
Donald L. Foster. . ...........o i 18,750 474,356
DavidJ. Russo. . ........ . i, 24,000 953,060
JohnF Kasel . . .......... ... ... ... ... ... .. 12,500 418,547

(i) Difference between the market price of the stock at the time of exercise and the exercise price of the
option, muitiplied by the number of shares acquired.
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OUTSTANDING EQUITY AWARDS AT FISCAL YEAR-END

The following table sets forth information regarding outstanding stock options awarded to the NEOs as
of Decsmber 31, 2007. There were no unvested stock awards as of that date.

Number of
Number of Securitles
Securities Underlying
Underlying Unexercised
Unexercised Options Option
Options # Exercise Option
{#) Unexercisable Price Expiration
Neme Exercisable () ($) Date
Stan L. Hasselbusch ................ 50,000 475 12/11/11
20,000 5.50 5M14/12
LeeB. FosterIl .................... 20,000 2.75 2/1/11
30,000 3.65 5/8M11
10,000 5.50 5/14/12
25,000 4.44 2/28/10
DonaldL. Foster. . .................. 7,500 9.30 12112114
6,250 8.01 10/2114
) 5,000 9.29 2/15/10
David J Russo. .................... 10,000 4.30 7/25/12
1,000 410 12/9/12
JohnF. Kasel...................... — 12,500 14.77 12/4/15

(i) Th:following table is the vesting information for the ohtions that were unexercisable as of Decernber 31,
2007.

Naime Vesting Date  Number of Shares
Donald L. Foster ......... ... . . i 6/13/08 3,750
6/13/09 3,750
10/21/08 6,250
2/15/08 2,500
2/15/09 2,500
JohnF Kasel. ... .. 5/25/08 6,250
5/25/09 6,250
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2007 NON-QUALIFIED DEFERRED COMPENSATION

The following table discloses the contribution earnings and batances under each of the Company’s

defined contribution or other plan that provides for the deferred compensation that is not tax evaluated.

(i)
(ii)

Company Aggregate Aggregate
Contributions in  Earnings in Balance at
Last FY (i) Last FY({ii) Last FYE(iii}
Name (3} ($) %)
Stan L. Hasselbusch, . . .................... $45,209 $6,963 $166,293
President & CEQ
LeeB.Fosteril,.............. ... ... ..... $41,365 $8,086 $193,125
Chairman of the Board )
DonaldL.Foster, ......... ... ... ... ........ $ 7,045 $ 588 $ 14,038
Sr. V.P. Piling
David J. RUSSO, .. ...t $11,209 $1,031 $ 24,629
Sr. V.P, CFO & Treasurer

JohnF Kasel, .................... ... ... $ 7,605 $ 639 $ 15,250
Sr. V.P, Operations and Mfg. .

Amounts represent 2007 Company contribution to Supplemental Executive Retirement Plan
(“SERP"). The amounts are included in the Summary Compensation Table.

Amounts represent interest earned in 2007. In accordance with the Plan, the Company applied
interest to the benefit amount using the calendar year's rate of return of Fidelity’s Managed Income
Portfolio, or a one-year annualized Treasury Bill interest rate, whichever is higher on the last Friday of
each year. For 2007, these amounts were 4.37% and 3.42% respectively. The interest rate applied to
the benefitin 2007 was 4.37%. These amounts are not included in the Summary Compensation Table.

Eligibility for participation in the Plan is limited to individuals who comprise a select group of
management or highly compensated employees within the meaning of Section 201(2) of ERISA.
Determining participation in the Plan is solely within the discretion of the Compensation Committee of
the Board. A participant shall remain a participant only for so long as he continues in the employ of the
Company, or the Compensation Committee, in its sole discretion determines that the participant shall
no longer be a participant.

(i} Amounts represent total SERP balance, as of December 31, 2007.
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INDEPENDENT AUDITORS

Fees

Ernst & Young LLP’s (“E&Y") aggregate fees (including out-of-pocket expenses) billed for fiscal 2007
and 2€ 06 for each of the following categories of services are set forth below:

2007 2006

Audit fees (includes audits and reviews of the Company’s fiscal 2007

and 2006 financial statements and internal control over financial

POPOHNG) . . o e $408,393 $391,416
Audit-related fees {primarily audits of the Company’s various

employee benefitplans) ., . ............. . ... ... ... $ 25054 § 23,861
Tex fees (federalandstate) .. ........ .. i $ 14,000 —
Allotherfees . ... ... i e — —
Todal fEeS. . ot e e $447,447  $415,277

The Audit Committee reviews summaries of services provided by E&Y and the related fees and has
concluded that E&Y’s provision of certain audit-related services is compatible with maintaining E&Y’s
independence. All services are pre-approved by the Audit Committee.

EY has served as the Company’s independent auditors since 1990 and the Audit Committee has
appointed E&Y as the Company’s independent auditors for the year ending December 31, 2008. Since the
Audit Zommittee of the Board of Directors is responsible for the appointment of the Company's inde-
pendent auditors, the Company is not seeking sharehclder approval of the independent auditors’
appointment.

Audit Committee Report

T1e Audit Committee of the Board of Directors is composed of independent directors and oversees
the Company’s financial reporting process on behalf of the Board of Directors. The Audit Committee is
responsible for the appointment, compensation and retention ot the Corporation’s independent auditors. In
fulfillir g its oversight responsibilities, the Audit Committee reviewed with management the audited financial
statements of the Company for the year ended December 31, 2007. The Audit Committee’s charter is
availasle on the Company’s website, www.lbfoster.com. The Audit Committee held eight meetings during
fiscal year 2007, three of which were telephonic.

Management is responsible for the Company’s internal controls and for the financial reporting
proce 3s. With respect to 2007, management advised the Audit Committee that all annual and quarterly
financial statements reviewed by the Audit Committee had been prepared in accordance with generally
accer ted accounting principles.

The Audit Committee held discussions with E&Y, who are responsible for performing an independent
audit of the Company’s financial statements in accordance with generally accepted auditing standards and
for issuing a report thereon, regarding the audited financial statements, including a discussion of the
qualits, not just the acceptability, of the Company’s accounting principles and E&Y's judgment regarding
these matters. The Audit Committee has discussed with the independent auditors the matters required to
be dis.cussed under auditing standards generally accepted in the United States, including those matters
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set forth in Statement on Auditing Standards Nos. 61 and 90 (Communications with Audit Committee).
Pursuant to Independent Standards Board Standard No. 1 (Independence Discussion with Audit Com-
mittee(s)), the Audit Committee has discussed with E&Y the auditors’ independence from management
and the Company, including the matters in the written disclosures required by the Independence Stan-
dards Board. The Audit Committee concluded that E&Y’s independence had not been impaired.

The Audit Committee discussed with the Company's internal and independent auditors the overall
scope and plans for their respective audits. The Audit Committee meets with the independent auditors,
with and without management present, to discuss the results of their examinations, their evaluations of the
Company’s internal controls, and the overall quality of the Company's financial reporting. The Audit
Committee discussed the results of E&Y’s quarterly review procedures with the Company’s Chief Exec-
utive Officer, Chief Financial Officer and Controller and with E&Y prior to the Company’s release of
quarterly financial information.

In reliance on the reviews and discussions referred to above, the Audit Committee recommended to
the Board of Directors that the audited financial statements be included in the Annual Report on Form 10-K
for the year ended December 31, 2007 for filing with the Securities and Exchange Commission.

AUDIT COMMITTEE

Diane B. Owen, Chairman
G. Thomas McKane

John W. Puth

William H. Rackoff
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ADDITIONAL INFORMATION

Management is not aware at this time of any other matters to be presented at the meeting. If, however,
any other matters should come before the meeting or any adjournment thereof, the proxies will be voted in
the discretion of the proxyholders.

Ripresentatives of Ernst & Young LLP are expected to be in attendance at the meeting to respond to
approgprriate questions from shareholders and will have an opportunity to make a statement if they so
desire.

Shareholders’ proposals intended to be presented at the Company’s 2009 annual meeting must be
received by the Company no later than December 31, 2008 to be considered for inclusion in the Company's
proxy statement and form of proxy for that meeting. Pursuant to the Company’s By-Laws, a nominationofa
persor, for election as a director and any other proposal made by a shareholder shall not be considered at a
sharel olders’ meeting unless written notice of the nomination or proposal has been received by the
Company's Secretary by the later of (i} the date which is 90 days in advance of the meeting date or (i), the
seventh calendar day following the first public announcement of the date of the meeting.

PittsbL rgh, Pennsylvania
April 22, 2008
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Exhibit A

L. B. FOSTER COMPANY
2006 OMNIBUS INCENTIVE PLAN
As Amended and Restated on March 6, 2008

ARTICLE |
PURPOSE, EFFECTIVE DATE AND AVAILABLE SHARES

1.1 Purpose. The purpose of this Plan is to provide financial incentives for selected Key Personnel
and Directors of L. B. Foster Company (the “Company”) and its subsidiaries, thereby promoting the long-
term ¢rowth and financial success of the Company by (i} attracting and retaining personnel and directors of
outstz.nding ability, (ii} strengthening the Company’s capability to develop, maintain and direct a competent
mana jement team, (iii) motivating officers to achieve long-range performance goals and objectives, and
(iv) providing incentive compensation opportunities competitive with those of other corporations.

1.2 Effective Date and Expiration of Plan. The Board of Directors of the Company has originally
adopied the Plan with an effective date March 31, 20086, and the Plan, as amended and restated, shall be
effect ve March 6, 2008 (“Effective Date™), subject to approval by the stockholders of the Company;
provicded that, no award granted after the Effective Date that is intended to be performance-based within
the m2aning of Section 162(m) shall be paid prior to shareholder approval of the material terms of the Plan.
Unless terminated by the Board pursuant to Section 7.3, the Plan shall expire on March 31, 2016. No
Award shall be made pursuant to the Plan after its termination date, but Awards made prior to the
termination date may extend beyond that date.

1.3 Shares Available Under the Plan. L. B. Foster Company stock to be issued under the Plan may
be authorized but unissued common stock or previously issued shares of common stock which have been
reacc uired by the Company and are held in its treasury. Subject to adjustment under Section 7.6, no more
than 300,000 shares of common stock shall be issuable under the Plan. No Participant may receive
(i) Ortions for more than 75,000 shares of Stock in any one fiscal year of the Company, (ii) Performance
Gran's (denominated in Stock) for more than 75,000 shares of Stock in any one fiscal year of the Company
and (i) Performance Grants {denominated in cash) for more than $1,500,000 in any one fiscal year of the
Company. The foregoing limitations shall be subject to adjustment as provided in Section 7.6, but only to
the extent that any such adjustment will not affect the status of (i) any Award intended to qualify as
perfo ‘mance-based compensation under Section 162{m) of the Code or (it} any Award intended to comply
with, Section 409A or an exception thereto. If any shares of Stock covered by an award terminate, lapse,
are Forfeited or cancelled, or such Award is otherwise settled without the delivery of the full number of
share-s underlying the Award, including shares withheld to satisfy tax withholding obligations, then such
share's to the extent of any such Forfeiture, termination, lapse, cancellation, payment, etc., shall again be,
or shall become available for issuance under this Plan.
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ARTICLE Il
DEFINITIONS

As used in the Plan and except as otherwise specifically provided in an Award Agreement, the

following terrms shall have the meanings set forth below:

2.1 “Award" means, individually or collectively, any Option, Restricted Stock Award or Perfor-
mance Grant under this Plan.

2.2 “Award Agreement” means, as applicable, the Restricted Stock Agreement, the Stock
Option Agreement, or the Performance Grant Agreement.

2.3 “Board” means the Board of Directors of L. B. Foster Company.
2.4 “Code" means the Internal Revenue Code of 1986, as amended.

2.5 “Committee” means a committee of the directors of the Company, not to be less than two,
appointed by the Board, each of who is (i} a “non-employee director” within the meaning of Rule 16b-3
under the Securities Exchange Act of 1934, as amended, and (ii) a “outside director” (as defined in
Treasury Regulation § 1.162-27(e)(3)(i} or any successor regulation),. If the Board has not appointed
a Committee, “Committee” shall mean the Board.

2.6 “Company” means L. B. Foster Company and its successors and assigns.

2.7 “Director” means a director of the Company. In some instances, Plan provisions are applied
differently with respect to non-employee Directors (within the meaning of Rule 16b-3 under the
Securities Exchange Act of 1934, as amended) and, where the term Director is so qualified to say
“non-employee Director’, such Plan provisions shall be limited to such outside, non-employee
Directors.

2.8 “Disability” means a disability which results in the Participant being unable to engage in any
substantial, gainful activity by reason of any medically determinable physical or mental impairment
which can be expected to result in death or can be expected to last for a continuous period of not less
than twelve months. The determination of whether a Participant has a Disability shall be made in
accordance with Code Section 22(e}(3}, including any regulations issued by the Internal Revenue
Service thereunder.

2.9 “Effective Date” means the date on which the Plan is effective as provided in Section 1.2.

2.10 “Fair Market Value” of the Stock as to a particular time or date shall be the closing price of
the Stock on the trading day that is the date of grant or, if the date of grant is not a trading day, on the
trading day immediately preceding the date of grant.

2.11 “Forfeit,” “Forfeiture,” “Forfeited” means the loss by a Participant of any and all rights to an

~ Award granted under the Plan, including the loss of any payment of compensation by the Company

under the Plan or any Award granted thersunder.

2.12 “Key Personnel” means officers and employees, consuitants and independent contractors
of the Company and its Subsidiaries who occupy responsible executive, professional, sales or
administrative positions and who have the capacity to contribute to the success of the Company.
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2.13 *“Officer” means an officer of the Company or of a Subsidiary.

2.14 “Option” means an option to purchase common stock of the Company, where such option
is not a quaiified (or statutory) option under Code Section 422.

2.15 “Option Price” means the price at which common stock of the Company may be purchased
under an Option as provided in Section 4.4,

2.16 “Participant” means a person to whom an Award is made under the Plan.

2.17 ‘“Performance Grant” means an award subject, in part, to the terms, conditions and
restrictions described in Article VI, pursuant to which the recipient may become entitled to receive
cash, Stock or other securities, or any combination thereof,

2.18 “Performance Grant Agreement’ means a written agreement entered into between the
Company and a Participant setting forth the terms and conditions of a Performance Grant awarded
pursuant to Article VI.

2.19 “Permitted Transferee” means (i) any person defined as an employee in the Instructions to
Ragistration Statement Form S-8 promulgated by the Securities and Exchange Commission, as such
Form may be amended from time to time, which persons include, as of the date of adoption of this
Plan, executors, administrators or beneficiaries of the estates of deceased Participants, guardians or
mzambers of a committee for incompetent former Participants, or similar persons duly authorized by
la v to administer the estate or assets of former Participants, and (i) Participants’ family members who
acquire Awards from the Participant other than for value, including through a gift or a domestic
relations order. For purposes of this definition, “family member” includes any child, stepchild,
grandchild, parent, stepparent, grandparent, spouse, former spouse, sibling, niece, nephew, moth-
er-in-law, father-in-law, son-in-law, daughter-in-law, brother-in-law, or sister-in-law, including adoptive
relationships, any person sharing the Participant’s household (other than a tenant or employee), a
trust in which these persons have more than fifty percent of the beneficial interest, a foundation in
which these persons (or the Participant) control the management of assets, and any other entity in
which these persons (or the Participant) own more than fifty percent of the voting interests. For
purposes of this definition, neither (i) a transfer under a domestic relations order in settlement of
marital property rights nor (i} a transfer to an entity in which more than fifty percent of the voting or
beneficial interests are owned by family members {cor the Participant) in exchange for an interest in
that entity is considered a transfer for “value”.

2.20 “Personal Representative” means the person or persons who, upon the death, Disability or
incompetency of a Participant, shall have acquired, by will or by the laws of descent and distribution or
by other legal proceedings, the right to exercise an Option theretofore granted to such Participant.

2.21 “Plan” means this 2006 Omnibus Incentive Plan, as amended.

2.22 ‘“Restricted Stock Agreement” means a written agreement entered into between the
Company and a Participant setting forth the terms and conditions of a Restricied Stock Award made
pLrsuant to Article V.

2.23 "Restricted Stock Award” means a grant of Stock to a Participant pursuant to Article V.
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2.24 “Retirement’, “Retire” means retirement of an employee or other service provider as
determined and authorized by the Committee.

2.25 “Section 409A" shall mean Section 409A of the Code, the regulations and other binding
guidance promulgated thereunder.

2.26 “Separation from Service” and “Separate from Service” shall mean the Participant’s death,
retirement or other termination of employment with the Company (including all persons treated as a
single employer under Section 414(b) and 414(c) of the Code) that constitutes a “separation from
service” (within the meaning of Section 409A). For purposes hereof, the determination of controlled
group members shall be made pursuant to the provisions of Section 414{(b) and 414(c) of the Code;
provided that the language “at least 50 percent” shall be used instead of “at least 80 percent” in each
place it appears in Section 1563(a)(1),{2) and (3) of the Code and Treas. Reg. § 1.414{c)-2; provided,
further, where legitimate business reasons exist (within the meaning of Treas. Reg. § 1.409A-1(h){3}},
the language “at least 20 percent” shall be used instead of “at least 80 percent” in each place it
appears.

2.27 “Specified Employee” means a key employee (as defined in Section 416(i) of the Code
without regard to paragraph (5) thereof) of the Company as determined in accordance with Sec-
tion 409A and the procedurss established by the Company.

2.28 “Stock” means common stock of the Company.

2.29 “Stock Option Agreement” means a written agreement entered into between the Company
and a Participant setting forth the terms and conditions of an Option awarded pursuant to Article IV.

2.30 “Subsidiary” means a corporation or other business entity, domestic or foreign, the
majority of the voting stock or other voting interests in which is owned directly or indirectly by the
Company, including a Subsidiary which become such after adoption of the Plan.

2.31 ‘Termination for Cause” or “Terminated for Cause” means (i) termination due to (a) willful
or gross neglect of duties or (b) willful misconduct in the performance of such duties, so as to cause
material harm to the Company or any Subsidiary, (ii) termination due to the Participant committing
fraud, misappropriation or embezzlement in the perfearmance of his or her duties or (iii) termination
due to the Participant committing any felony of which he or she is convicted and which, as determined
in good faith by the Board, constitutes a crime involving moral turpitude and results in material harm to
the Company or a Subsidiary. The Committee shall make all determinations of whether the Participant
was Terminated for Cause.

ARTICLE NIl
ADMINISTRATION

3.1 Committee to Administer.

(a) The Plan shall be administered hy the Committee. The Committee shall have full and exclusive
authority and discretion to interpret, construe, and administer the Plan, to establish and amend rules and
regulations for its administration, and make all other determinations necessary or advisable for the
administration of the Plan. The Committee may correct any defect, supply any omission or reconcile any
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incons stency in the Plan or in any Award in the manner and to the extent it shall deem desirable. The
Committee’s decisions shall be final, conclusive and binding with respect to the Plan and any Award made
under ‘he Plan.

(b1 A majority of the members of the Committee shall constitute a quorum for the conduct of business
at any meeting. The Committee shall act by majority vote of the members present at a duly convened
meeting, including a telephonic meeting in accordance with Section 1708 of the Pennsylvania Business
Corporation Law (“BCL"). Action may be taken without a meeting if written consent thereto is given in
accorcance with Section 1727 of the BCL.

(c) Notwithstanding any provision herein to the contrary, to the extent the Board is performing any
Plan-related functions, including the determination of whether a Participant has been Terminated for
Cause, the Board shall have the.same discretionary power and authority to administer the Plan as the
Comirittee does under this Article lli.

3.2 Powers of Committee.

(a) Subject to the provisions of the Plan, the Committee shall have authority, in’its discretion, to
determine those Key Personnel and Directors who shali receive Awards, the time or times when each such
Award shall be made, the type of Award to be made, and the number of shares to be subject to each Award.

(k) A Director shall not participate in a vote granting himself an Award.

(c) The Committee shall determine the terms, restrictions and provisions of the agreement relating to
each /ward. The Committee may correct any defect or supply any omission or reconcile any inconsistency
inthe I’lan, or in any agreement relating to an Award, in such manner and to the extent the Committee shall
determine in order to carry out the purposes and intent of the Plan.

{¢) Notwithstanding any provision herein to the contrary, to the extent the Board is performing any
Plan-r:lated functions, the Board shall have the same discretionary power and authority to administer the
Plan & s the Committee does under this Article I11.

3.3 Awards. Awards under the Plan shall consist of Options, Restricted Stock Awards, and
Perfor nance Grants. All Awards shall be subject to the terms and conditions of the Plan and to such
other :erms and conditions consistent with the Plan as the Committee deems appropriate.

34 Eligibility for Awards. Awards may be made to Key Personnel and Directors. In selecting
Partic pants and in determining the form and amount of the Award, the Committee may give consideration
to his ar her functions and responsibilities, his or her present and potential contributions to the success of
the Company, the value of his or her services to the Company, and other factors deemed relevant by the
Comniittee.




ARTICLE IV
STOCK OPTIONS

4.1 Award of Stock Options. Subject to the provisions of the Plan, the Committee may grant
Options to Key Personnel and Directors.

4.2 Period of Option,

(a} Except as otherwise provided in a Stock Option Agreement or the Plan, an Option shall be
exercisable only after twelve {12) months have elapsed from the date of grant, and after such twelve-month
waiting period, the Option may be exercised in cumulative installments in the following manner:;

(i} The Participant may purchase up to one-fourth (1/4) of the total optioned shares at any time
after one year from the date of grant and prior to the termination of the Option.

(i) The Participant may purchase an additicnal one-fourth {1/4) of the total optioned shares at
any time after two years from the date of grant and prior to the termination of the Option.

(iii} The Participant may purchase an additional one-fourth (1/4) of the total optioned shares at
~any time after three years from the date of grant and prior to the termination of the Option.

(iv) The Participant may purchase an additional one-fourth (1/4) of the total optioned shares at
any time after four years from the date of grant and prior to the termination of the Option.

The duration of each Option shall not be more than ten (10) years from the date of grant.

{b) Notwithstanding the foregoing, the Committee may establish, in the applicable Stock Option
Agreement, any other period during which Options may be exercised.

(c) Except as otherwise provided in the Plan or in the Stock Option Agreement, an Option may not be
exercised by a Participant, other than a non-employee Director, unless such Participant is then, and
continually (except for approved sick leave, FMLA, authorized military service, or other approved, bona
fide leave of absence) after the grant of the Option has been, employed as an officer or employee of the
Company or a Subsidiary.

" (d) AnOption granted to a non-employee Director, who is a Director at the time of such grant, shall be
immediately exercisable, except as may be otherwise provided in the Option Agreement.

4.3 Stock Option Agreement. Each Option shall be evidenced by a Stock Option Agreement in
such form and containing such terms and conditions as the Committee from time to time shall approve,
except that the terms and conditions in the Stock Option Agreement shall be consistent with those set forth
herein.

4.4 QOption Price and Exercise.

(a) The Option Price of Stock under each Option shall be determined by the Committee, except that,
in no event, may the Option Price be less than the Fair Market Value of the Stock on the date on which the
Option is granted. Once an Option is granted, repricing of the Option Price for an outstanding Option,
whether exercisable or not exercisable, shall not be permitted.

(b) Options may be exercised from time to time by giving written notice of exercise to the Company
specifying the number of shares to be purchased. The notice of exercise shall be accompanied by
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(i) payment in full of the Option Price in cash, certified check, or other medium accepted by the Company, in
its sole: discretion, or (ii) a copy of irrevocable instructions to a broker to promptly deliver to the Company
the amount of sale or loan proceeds sufficient to cover the Option Price. An Option shall be deemed
exercitsed on the date the Company receives the notice of exercise and all the requirements of this
Section 4.4(b) have been fulfilled.

4.3 Termination of Service.

(a1 Except as otherwise provided in this Plan or in the applicable Stock Option Agreement, if the
service: of a Participant, other than as a non-employee Director, terminates for any reason other than
death, Disability or Retirement, all Options held by the Participant shall expire and may not thereafter be
exercis ed. For purposes of this section, the employment or other service in respect to Options held by such
a Participant shall be treated as continuing intact while the Participant is on authorized military leave,
FMLA, approved sick leave, or other approved, bona fide leave of absence (such as temporary employ-
ment with the government} if the period of such leave does not exceed 90 days, or, if longer, so long as the
Participant’s right to reestablish his service with the Company is guaranteed either by statute or by
contract. Where the period of leave exceeds 90 days and where such Participant's right to reestablish his
service: is not guaranteed by statute or by contract, his service, in the Committee’s sole discretion, shall be
deemed to have terminated on the ninety-first day of such leave.

Notwithstanding anything herein to the contrary, and unless the Stock Option Agreement provides
otherwise, if the service of a Participant, other than as a non-employee Director, terminates, other than due
to a Te ‘mination tor Cause, the Participant may exercise all unexercised and vested Options within 30 days
of sucti terminaticn. Any Options in which such Participant is not vested at the time of his termination shall
be Forleited. Except as so exercised, such Option shall expire at the end of such period. In no event,
howevar, may any Option be exercised after the expiration of ten (10) years from the date of grant of such
Option.

(b) Except as otherwise provided in the Stock Option Agreement, a non-employee Director whose
service: is terminated shall be entitled to exercise his Option until the expiration of the full term of the Option,
unless the non-employee Director has been Terminated for Cause. In the event that a non-employee
Director is Terminated for Cause, all Options held by such Director shall terminate immediately and may
not the reafter be exercised.

4.5 Death. Except as otherwise provided in the Plan or a Stock Option Agreement, during the
twelve (12) month period following the Participant's death, any or all of the unexercised and vested Options
that th2 Participant was entitled to exercise immediately prior to his death may be exercised by such
Participant’s executor, administrator, or the person(s) to whom the Options are transferred by will or the -
applice ble laws of descent and distribution. Any Options in which such Participant is not vested at the time
ot his ceath shall be Forfeited. In no event, however, may any such Option be exercised after the expiration

of ten '10) years from the date of grant of such Option.

4.7 Retirement or Disability. Except as otherwise provided in the Plan or a Stock Option Agree-
ment, it a Participant Retires, or suffers a Disability, at a time when he is entitled to exercise an Option, then
at any time or times within three years after his termination of service because of such Retirement or
Disability the Participant may exercise such Option as to all or any of the shares which he was entitled to
purchese under the Option immediately pricr to such termination. Except as so exercised, such Option
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shall expire at the end of such period. In no event, however, may any Option be exercised after the
expiration of 10 years from the date of grant of such Option.

4.8 Committee Discretion. The Committee shall have authority to determine whether or not a
Participant (including a non-employee Director) has Retired, resigned or has suffered a Disability, and its
determination shall be binding on all concerned. In the sole discretion of the Committee, a transfer of
service to an affiliate of the Company other than a Subsidiary (the latter type of transfer not constituting a
termination of service for purposes of the Plan) may be deemed to be a Retirement so as to entitle the
Participant to exercise the Option within 90 days after such transfer.

4.9 Stockholder Rights and Privileges. A Participant shall have no rights as a sharehoider with
respect to any Stock covered by an Option until the issuance of a stock certificate to the Participant
representing such Stock.

ARTICLE V
REST-FIICTED‘STOCK AWARDS

5.1 Grant of Restricted Stock Awards. Subject to the provisions of the Plan, the Committee may
elect to grant a Restricted Stock Award to any Key Personnel and/or Director, including but not limited to
grants derived from participation in another plan, program or arrangement established or maintained by
the Company or its Subsidiaries. Notwithstanding anything in this Pian to the contrary, the Committee, inits
discretion, may determine that a Restricted Stock Award may be subject to such terms, conditions and
restrictions (including but not limited to restrictions on the sale of stock), as set forth in the Award
Agreement.

5.2 Vesting Requirements. The restrictions imposed on a Restricted Stock Award shali lapse in
accordance with the vesting requirements specified by the Committee in the Restricted Stock Agreement,
provided that the Committee may accelerate the vesting of a Restricted Stock Award at any time. Such
vesting requirements may be based on the continued service of the Participant with the Company or its
affiliates for a specified time period (or periods), on the attainment of specified performance goals
established by the Committee in its discretion, or such other terms and conditions established by the
Committee. If the vesting requirements of a Restricted Stock Award are not satisfied, the Award shall be
Forfeited and the Stock subject to the Award shall be returned to the Company.

5.3 Restrictions. A Restricted Stock Award may not be transferred, assigned or subject to any
encumbrance, ptedge or charge until all applicable restrictions are removed or have expired, unless
otherwise permitted by the Committee. Failure to satisfy any applicable restrictions shall result in the
" Award being Forfeited and the Stock subject to the Award shall returned to the Company. The Committee
may require in a Restricted Stock Agreement that certificates representing the Restricted Stock Award
bear a legend making appropriate reference to the restrictions imposed, and that certificates representing
the Restricted Stock Award will remain in the physical custody of an escrow holder until all restrictions are
removed or have expired.

5.4 Rights as a Shareholder. Subjectto the foregoing provisions of this Article V and the applicable
Restricted Stock Agreement, the Participant shall have all rights of a shareholder with respect to the Stock
granted to the Participant under a Restricted Stock Award, including the right to vote the Stock and receive
all dividends and other distributions paid or made with respect thereto. The Committee may provide in a
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Restricted Stock Agreement for the payment of dividends and distributions to the Participant at such times
as paid to shareholders generally or at the times of vesting or other payment of the Restricted Stock Award
to the axtent not inconsistent with Section 409A and Section 7.7.

5.5 Restricted Stock Awards to Quiside Directors. In addition to discretionary Restricted Stock
Award:; under Section §.1, and subject to adjustment in accordance with Section 7.6, each non-employee
Directcr elected at an annual meeting of the Company's shareholders shall be awarded, as of each date he
is elected (or re-elected), the tesser of: (i) 3,500 shares of Stock or (i) such number of shares of Stock as is
determined by the Committee.

5.6 Section 83(b) Election. If a Participant makes an election pursuant to Code Section 83(b) with
respec: to a Restricted Stock Award, the Participant shall file, within 30 days following the date of grant, a
copy o such election with the Company and with the Internal Revenue Service in accordance with the
regulat ons under Code Section 83. The Committee may provide in a Restricted Stock Agreement that the
Restricted Stock Award is conditioned upon the Participant's making or refraining from making an election
with respect to the Award under Code Section 83(b).

ARTICLE VI
PERFORMANCE GRANTS

6.1 Participation. Subject to the provisions of the Plan, the Committee s may make Performance
grants 1o Key Personnel and Directors in accordance with the provisions of this Article VI.

6.2 Grant. The Committee shall have sole and complete authority to determine the Key Personnel
and Diractors who shall receive a Performance Grant, which shall consist of a right that is (i) denominated
in cash, Stock or any other form of Award issuable under the Plan (or any combination thereof), (ii) valued,
as dete ‘mined by the Committee, in accordance with the achievement of such performance goals during
such performance periods as the Committee shall establish and (iii) payable at such time and in such form
as the C ommittee shall determine. Unless otherwise determined by the Committee, any such Performance
Grant shall be evidenced by a Performance Grant Agreement containing the terms of the Award, including,
but notl mited to, the performance criteria and such terms and conditions as may be determined, from time
to time, by the Committee, in each case not inconsistent with this Plan.

6.3 Terms and Conditions. For Awards intended to be performance-based compensation under
Section 162(m) of the Code, Performance Grants shail be conditioned upon the achievement of pre-
establis 1ed goals relating to one or more of the following performance measures, as determined in writing
by the Committee and subject to such modifications as specified by the Committee: cash flow; cash flow
from opzrations; eamings (including earnings before interest, taxes, depreciation and amortization or
some variation thereof); earnings per share, diluted or basic; earnings per share from continuing oper-
ations; r et asset turnover; inventory turnover; capital expenditures; debt; debt reduction; working capital;
return 01 investment; return on sales; net or gross sales; market share; economic value added; cost of
capital, :hange in assets; expense reduction levels; productivity; delivery performance; stock price; return
on equity; total or relative increases to stockholder return; return on invested capital; return on assets or
net assets; revenue; income or net income; operating income or net operating income; operating profit or
net operating profit; gross margin, operating margin or profit margin; and completion of acquisitions,
busines: expansion, product diversification and other non-financial operating and management
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performance objectives. To the extent consistent with Code Section 162(m), the Committee may deter-
mine, at the time the performance goals are established, that certain adjustments shall apply, in whole orin
part, in such manner as determined by the Committee, to exclude the effect of any of the following events
that occur during a performance period: the impairment of tangible or intangible assets; litigation or claim
judgments or settlements; the effect of changes in tax law, accounting principles or other such laws or
provisions affecting reported results; business combinations, reorganizations andfor restructuring pro-
grams, including, but not limited to, reductions in force and early retirement incentives; currency fluctu-
ations; and any extraordinary, unusual, infrequent or non-recurring items, including, but not limited to, such
items described in management's discussion and analysis of financial condition and results of operations
or the financial statements and/or notes thereto appearing in the Company’s annuai report to shareholders
for the applicable fiscal year. Performance measures may be determined either individually, alternatively or
in any combination, applied to either the Company as a whole or to a business unit or subsidiary entity
thereof, either individually, alternatively or in any combination, and measured cumulatively over a period of
years, on an absolute basis or relative to a pre-established target, to previous fiscal years’ results or to a
designated comparison group, in each case as specified by the Committee.

6.4 Preestablished Performance Goals. For Awards intended to be performance-based compen-
sation under Code Section 162(m), performance goals relating to the performance measures set forth
above shall be preestablished in writing by the Committee, and achievement thereof certified in writing
prior to payment of the Award, as required by Code Section 162(m) and Treasury Regulations promulgated
thereunder. All such performance goals shall be established in writing no later than ninety (80) days after
the beginning of the applicable performance period, or within such other timeframe as required by Code
Section 162(m) and Treasury Regulations promulgated thereunder. In addition to establishing minimum
performance goals below which no compensation shall be payable pursuant to a Performance Grant, the
Committee, in its sole discretion, may create a performance schedule under which an amount less than or
more than the target award may be paid so iong as the performance goals have been achieved.

6.5 Additional Restrictions/Negative Discretion. The Committee, in its sole discretion, may also
establish such additional restrictions or conditions that must be satisfied as a condition precedent to the
payment of all or a portion of any Performance Grants. Such additional restrictions or conditions need not
be performance-based and may include, among other things, the receipt by a Participant of a specified
annual performance rating, the continued employment by the Participant and/or the achievement of
specified performance goals by the Company, business unit or Participant. Furthermore, and notwith-
standing any provision of this Plan to the contrary, the Committee, in its sole discretion, may retain the
discretion to reduce the amount of any Performance Grant payable in cash to a Participant if it concludes
that such reduction is necessary or appropriate based upon: (i) an evaluation of such Participant's
performance; (i) comparisons with compensation received by other similarly-situated individuals working
within the Company’s industry; (iii) the Company’s financial results and conditions; or (iv) such other
factors or conditions that the Committee deems relevant; provided, however, that the Committee shall not
use its discretionary authority to increase any Award that is intended to be performance-based compen-
sation under Code Section 162(m).

6.6 Payment of Performance Awards. Performance Grants may be paid in a lump sum or in
installments following the close of each performance period as provided the Committee in the Performance
Grant Agreement.
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6.7 Rights with Respect to Stock and Other Securities. Unless otherwise determined by the
Committee in its discretion, a Participant to whom an Award is made under this Article {and any Person
succeeding to such a Participant's rights pursuant to this Article) shall have no rights as a shareholder with
respec! to any Stock or as a holder with respect to other securities, if any, issuable pursuant to any such
Award 11ntil the date a stock certificate evidencing such Stock or other evidence ot ownership is issued to
such Participant or until the Participant’s ownership of such Stock shall have been entered into the books of
the reg strar in the case of uncertificated shares.

6.t Termination of a Participant. For all purposes under this Article, and unless otherwise deter-
mined hy the Committee in a Performance Grant Agreement, Participants who have terminated their
employ nent with the Company prior to the actual payment of an Award for any reason (including but not
limited 1o death, Retirement or Disability) shall Forfeit any and all rights to payment under any Awards then
outstanding under the terms of this Article and shall nct be entitled to any payment for the performance
period.

ARTICLE VI
MISCELLANEOUS PROVISIONS

7.1 Nontransferability. No Award under the Plan shall be transferable by the Participant other than

- by will or the laws of descent and distribution; provided, however, that, if so determined by the Committee,

a Partic pant may, in the manner established by the Committee, designate a beneficiary ot beneficiaries to
exercise the rights of the Participant, and to receive any property distributable, with respect to any Award
upon the death of the Participant and the Committee may, in its sole discretion, permit the transfer or an
Award t; a Permitted Transferee subject to all the terms and conditions of the Award. Except as providedin
Section 4.7, all Options shall be exercisable during the Participant’s lifetime only by such Participant or his
or her Fersonal Representative. Any transfer contrary to this Section 7.1 will nullify the Award.

7.2 Amendments. The Committee may at any time discontinue granting Awards under the Plan.
The Boe rd may at any time amend the Plan or amend any outstanding Award Agreement for the purpose of
satisfying the requirements of any changes in applicable laws or regulations or for any other purpose which
may at the time be permitted by law; provided that no such amendment shall be permissible if it would
result in Rule 16b-3 under the Securities Exchange Act of 1934, as amended, becoming inapplicable to
any Awerd. Notwithstanding the foregoing or any provision of an Award to the contrary, the Committee may
at any tile (without the consent of any Participant) modify, amend or terminate any or all of the provisions
of an Award to the extent necessary to conform the provisions of the Award with Section 162(m),
Section -109A or any other provision of the Code or other applicable law, the regulations issued thereunder
or an exception thereto, regardless of whether such modification, amendment or termination of the Award
shall adversely affect the rights of a Participant.

7.3 Termination. The Board may terminate the Plan at any time prior to its scheduled expiration
date, bLt no such termination shall adversely affect the rights of any Participant under any Award
theretofore granted in which he or she has a vested interest without his or her written consent.

7.4 Nonuniform Determinations. The Committee’s determinations under the Plan, including with-
out limitation (i) the determination of the Key Personnel and Directors to receive Awards, {ii) the form,
amount :and timing of such Awards, (ili) the terms and provisions of such Awards and (iv) the Agreements

A-11



evidencing the same, need not be uniform and may be made by it selectively among Key Personnel and
Directors who receive, or who are eligible to receive, Awards under the Plan, whether or not such Key
Personnel or Directors are similarly situated.

7.5 NoRightto Employment. Neither the action of the Board in establishing the Plan nor any action
taken by the Committee under the Plan, nor any provision of the Plan, shall be construed as giving to any
person the right to be retained in the employ, or as an Officer or Director, of the Company or any Subsidiary.

7.6 Changes in Stock. In the event of a stock dividend, split-up, or a combination of shares,
recapitalization or merger in which the Company is the surviving corporation or other similar capital
change, the number and kind of shares of stock or securities of the Company to be subject to the Plan and
to Options or Stock then outstanding or to be awarded thereunder, the maximum number of shares of
Stock or securities which may be issued on the exercise of Options granted under the Plan, the Option
Price and other relevant provisions shall be appropriately adjusted by the Board, whose determination
shall be binding on all persons; provided, however, with respect to any Award subject to Section 162(m) or
Section 409A, any such adjustment shall be authorized only to the extent that such adjustment would not
cause the Award to fail to comply with Section 162(m) or Section 409A. In the event of a consolidation or a
merger in which the Company is not the surviving corporation, or any other merger in which the
shareholders of the Company exchange their shares of stock in the Company for stock of another
corporation, or in the event of complete liquidation of the Company, or in the case of a tender offer accepted
by the Board of Directors, all outstanding Options shall thereupon terminate, provided that the Board may,
prior to the effective date of any such consolidation or merger, either (i) make all outstanding Options
immediately exercisable or (ii) arrange to have the surviving corporation grant to the Participants
replacement Options on terms which the Board shall determine to be fair and reasonable.

7.7 Compliance with Code Section 409A. Notwithstanding any provision of the Plan or an Award
Agreement to the contrary, if any Award or benefit provided under this Plan is subject to the provisions of
Section 409A, the provisions of the Plan and any applicable Award Agreement shall be administered,
interpreted and construed in a manner necessary to comply with Section 409A or an exception thereto (or
disregarded to the extent such provision cannot be so administered, interpreted or construed). The
following provisions shall apply, as applicable:

(i) If a Participant is a Specified Employee and a payment subject to Section 409A (and not
excepted therefrom) to the Participant is due upon Separation from Service, such payment shall be
delayed for a period of six (6) months after the date the Participant Separates from Service (or, if
earlier, the death of the Participant). Any payment that would otherwise have been due or owing during
such six-month period will be paid immediately following the end of the six-month period in the month
following the month containing the 6-month anniversary of the date of termination unless another
compliant date is specified in the applicable Award Agreement.

(i) For purposes of Section 409A, and to the extent applicable to any Award or benefit under the
Plan, it is intended that distribution events qualify as permissible distribution events for purposes of
Section 409A and shall be interpreted and construed accordingly. With respect to payments subjectto
Section 409A, the Company reserves the right to accelerate and/or defer any payment to the extent
permitted and consistent with Section 409A. Whether a Participant has Separated from Service or
employment will be determined based on all of the facts and circumstances and, to the extent
applicable to any Award or benefit, in accordance with the guidance issued under Section 409A. For
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this purpose, a Participant will be presumed to have experienced a Separation from Service when the
level of bona fide services performed permanently decreases to a level less than twenty percent
(20%) of the average level of bona fide services performed during the immediately preceding thirty-six
(36:) month period or such other applicable period as provided by Section 409A.

(iiiy The Committee, inits discretion, may specify the conditions under which the payment of all or
an/ portion of any Award may be deferred until a later date. Deferrals shall be for such periods or until
the occurrence of such events, and upon such terms and conditicns, as the Board shall determine in
its discretion, in accordance with the provisions of Section 409A, the regulations and other binding
guidance promulgated thereunder; provided, however, that no deferral shall be permitted with respect
to 'Jptions and other stock rights subject to Section 409A. An election shall be made by filing an
election with the Company (on a form provided by the Company) on or prior to Decamber 31st of the
calzndar year immediately preceding the beginning of the calendar year (or other applicable service
period) to which such election relates {or at such cther date as may be specified by the Board to the
extant consistent with Section 409A) and shall be irrevocable for such applicable calendar year (or
other applicable service period).

(iv) The grant of Options and other stock rights subject to Section 409A shall be granted under
terins and conditions consistent with Treas. Reg. § 1.409A-1(b)(5) such that any such Award does not
cor stitute a deferral of compensation under Section 408A. Accordingly, any such Award may be
graated to employees and other service providers of the Company and its Subsidiaries and affiliates in
whizh the Company has a controlling interest. In determining whether the Company has a controlling
interest, the rules of Treas. Reg. § 1.414(c)-2(b){2)(i) shall apply; provided that the language “at least
50 percent” shall be used instead of “at least 80 percent” in each place it appears; provided, further,
where legitimate business reasons exist (within the meaning of Treas. Reg. § 1.409A-1(b)(5)(iii)(E)(i)),
the language “at least 20 percent” shall be used instead of “at least 80 percent” in each place it
appears. The rules of Treas. Reg. §§ 1.414(c)-3 and 1.414{(c)-4 shall apply for purposes of deter- .
min ng ownership interests.

(v) Inno event shall any member of the Board, the Committee or the Company (or its employees,
officers or directors) have any liability to any Participant (or any other Person) due to the failure of an
Awerd to satisfy the requirements of Section 409A.

7.8 TaxWithholding. Whenever Stock is to be delivered to a Participant upon exercise of an Option
or the avsard of a Restricted Stock Award or otherwise, the Company may (i) require such Participant to
remit to :he Company an amount in cash sufficient to satisfy ail federal, state and local tax withholding
requiren ents related thereto, (ii) withhold such required withholding from compensation otherwise due to
such Participant, (i) do any combination of the foregoing, or (iv) employ any other acceptable method
approved by the Company to facilitate the required withholding, provided such approach is permissible
under applicable securities and other laws. Notwithstanding anything in this Plan to the contrary, the
Committee may, in its discretion, permit a Participant (or any beneficiary or person entitled to act) to elect to
pay a poition or all of the amount requested by the Company for such taxes with respect to such Award, at
such time and in such manner as the Committee shall deem to be appropriate (including, but not limited to,
by autho-izing the Company to withhold, or agreeing to surrender to the Company on or about the date
suchtax iability is determinable, Stock, or property, other securities or property, or other forms of payment,
or any combination thereof, owned by such person or a portion of such forms of payment that would
otherwis:: be distributed, or have been distributed, as the case may be, pursuant to such Award to such
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person, having a market value equal to the amount of such taxes); provided, however, any broker-assisted
cashless exercise shall comply with the requirements for equity classification of Paragraph 35 of FASB
Statement No. 123(R) and any withholding satisfied through a net-settlement shall be limited to the
minimum statutory withholding requirements. )

7.9 Delivery of Shares. The Company shall not be obligated to deliver any Stock upon the grant,
exercise or payment of an Award unless and until, in the opinion of the Company’s counsel, afl applicable
federal, state and other laws and regulations have been complied with. In the event the outstanding Stock
is at the time listed on any stock exchange, no delivery shall be made unless and until the shares to be
delivered have been listed or authorized to be added to the list upon official notice of issuance on such
exchange. No delivery shall be made until all other legal matters in connection with the issuance and
delivery of Stock have been approved by the Company’s counsel. Without limiting the generality of the
foregoing, the Company may require from the Participant or other person purchasing shares of Stock
under the Plan such investment representation or such agreement, if any, as counsel for the Company may
consider necessary in order to comply with the Securities Act of 1933, as amended, and the regulations
thereunder. Certificates evidencing the shares may be required to bear a restrictive legend. A stop transfer
order may be required to be placed with the transfer agent, and the Company may require that the
Participant or such other person agree that any sale of the shares will be made only on one or more
specified stock exchanges or in such other manner as permitted by the Committee.

7.10 Status. A Participant’s status as Key Personnel or a Director shall be made exclusively by the
Committee and determined for each Award as of the date the Award is granted to the Participant.

7.11 Unfunded. This Plan shall be unfunded. The Company shall not be required to establish any
special or separate fund or to make any other segregation of assets to assure the payment of any Award
under this Plan, and rights to the payment of Awards shall be no greater than the rights of the Company's
general creditors.

7.12 Acceptance of Actions/Determinations. By accepting any Award or other benefit under this
Plan, each Participant (and each person claiming under or through him or her) shall be conclusively
deemed to have indicated his or her acceptance and ratification of, and consent to, any action taken or
determinations made under this Plan by the Company, the Board or the Committee.

7.13 Governing Law. The validity, construction, interpretation, administration and effect of this
Plan, and of its rules and regulations, and rights relating to this Plan and to Awards granted under this Plan,
shall be governed by the substantive laws of the Commonwealth of Pennsylvania without regard to its
choice or conflicts of laws principles.. If any provision of this Plan or any Award is held to be illegal or invalid
for any reason, the illegality or invalidity shalt not affect the remaining provisions of this Plan or any Award,
but such provision shall be fully severable, and this Plan or Award, as applicable, shall be construed and
enforced as if the illegal or invalid provision had never been included in this Plan or Award, as applicable.
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Tris amendment and restatement of The L.B. Foster Company 2006 Omnibus Incentive Plan has
been duly executed by the undersigned and is effective this 6th day of March 2008.

L. B. Foster Company

By: William H. Rackoff
Title:  Chairman of Compensation Committee
of the Board of Directors
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1.

Exhibit B

L.B. FOSTER COMPANY
EXECUTIVE ANNUAL INCENTIVE COMPENSATION PLAN

Purpose of the Plan

The purpose of the L.B. Foster Company Executive Annual Incentive Compensation Plan (the “Plan™)

is to atlvance the interests of the Company and its shareholders by providing incentives to officers and
certain other key employees with significant responsibility for achieving performance goals critical to the
success and growth of the Company. The Plan is designed to: (i) promote the attainment of the Company’s
significant business objectives; (i) encourage and reward management teamwork across the entire
Compzny; and (iii) assist in the attraction and retention of employees vital to the Company's long-term
success.

2,

Definitions
Fcr the purpose of the Plan, the following definitions shall apply:
(a) “Board” means the Board of Directors of the Company.

(b} “Code” means the Internal Revenue Code of 1986, as amended, including any successor
lawv thereto.

(c) “Committee” means the Compensation Committee of the Board, or such other committee as
is appointed or designated by the Board to administer the Plan, in each case which shall be comprised
solely of two or more “outside directors” {as defined under Section 162(m) of the Code and the
rejulations promulgated thersunder).

{d) “Company” means L.B. Foster Company and any subsidiary entity or affiliate thereof,
including subsidiaries or affiliates which become such after adoption of the Plan.

(e} “Forfeit,” “Forfeiture,” “Forfeited” means the loss by a Participant of any and all rights to
ar award granted under the Plan, including the loss of any payment of compensation by the Company
ur der the Plan or any award granted thereunder.

(f) “Participant” means any person: (1) who satisfies the eligibility requirements set forth in
Pz ragraph 4; (2) to whom an award has been made by the Committee; and (3) whose award remains
oLtstanding under the Plan.

(g) “Performance Goal” means, in relation to any Performance Period, the level of performance
thiat must be achieved with respect to a Performance Measure.

(h)} “Performance Measures” means any one or more of the following performance criteria,
either individually, alternatively or in any combination, and subject to such modifications or variations
as specified by the Committee, applied to either the Company as a whole or to a business unit or
subsidiary entity thereof, either individually, alternatively or in any combination, and measured over a
peried of time including any portion of a year, annually or cumulatively over a period of years, on an
ak solute basis or relative to a pre-established target, to previous years’ results or to a designated
comparison group, in each case as specified by the Committee: cash flow; cash flow from operations;
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earnings (including, but not limited to, earnings before interest, taxes, depreciation, and amortization
or some variation thereof); earnings per share, diluted or basic; earnings per share from continuing
operations; net asset turnover; inventory turnover; capital expenditures; debt; debt reduction; working
capital; return on investment; return on sales; return on invested capital; net or gross sales; market
share; economic value added; cost of capital; change in assets; expense reduction levels; produc-
tivity; delivery performance; safety record and/or performance; stock price; return on equity; total
stockholder return; return on capital; return on assets or net assets; revenue; income or net income;
operating income or net operating income; operating income adjusted for management fees and
depreciation, and amortization; operating profit or net operating profit; gross margin, operating margin
or profit margin; and completion of acquisitions, business expansion, product diversification, new or
expanded market penetration and other non-financial operating and management performance
objectives.

To the extent consistent with Section 162(m) of the Code and the regulations promulgated thereunder,
the Committee may determine that certain adjustments shall apply, in whole or in part, in such manner as
specified by the Committee, to exclude the effect of any of the following events that occur during a
Performance Period: the impairment of tangible or intangible assets; litigation or claim judgments or
settlements; changes in tax law, accounting principles or other such laws or provisions affecting reported
results; business combinations, reorganizations and/or restructuring programs, including but not limited to
reductions in force and early retirement incentives; currency fluctuations; and any extraordinary, unusual,
infrequent or non-recurring items, including, but not limited to, such items described in management’s
discussion and analysis of financial condition and results of operations or the financial statements and/or
notes thereto appearing in the Company’s annual report for the applicable period.

() “Performance Period” means, in relation to any award, the calendar year or other fiscal
period within the catendar year of less than 12 months for which a Participant's performance is being
calculated, with each such pericd constituting a separate Performance Period.

(i) “Section 409A” shall mean Section 409A of the Code and the regulations and other binding
guidance promulgated thereunder.

(k) “Retirement” means retirement of an employee as determined and authorized by the
Committee. ;

() “Total and Permanent Disability” means: (1} if the Participant is insured under a long-term
disability insurance policy or plan which is paid for by the Company, the Participant is totally disabled
under the terms of that policy or plan; or (2) if no such policy or plan exists, the Participant shall be
considered to be totally disabled as determined by the Committee.

3. Administration of the Plan

(@) The management of the Plan shall be vested in the Committee; provided, however, that all acts
and authority of the Committee pursuant to this Plan shall be subject to the provisions of the Committee’s
Charter, as amended from time to time, and such other authority as may be delegated to the Committee by
the Board. The Committee may, with respect to Participants who the Committee determines are not likely
to be subject to Section 162(m) of the Code, delegate such of its powers and authority under the Plan to the
Company’s officers as it deems necessary or appropriate. In the event of such delegation, all references to
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the Committee in this Plan shall be deemed references to such officers as it relates to those aspects of the '
Plan that have been delegated.

(b) Subjectto the terms of the Plan, the Committee shall, among other things, have full authority and
discrelion to determine eligibility for participation in the Plan, make awards under the Plan, establish the
terms and conditions of such awards (including the Performance Goal(s) and Performance Measure(s) to
be utilized) and determine whether the Performance Goals applicable to any Performance Measures for
any av/ards have been achieved. The Committee’s determinations under the Plan need not be uniform
among| all Participants, or classes or categories of Participants, and may be applied to such Participants, or
classes or categories of Participants, as the Committee, in its sole and absolute discretion, considers
neces:;ary, appropriate or desirable, The Committee is authorized to interpret the Plan, to adopt admin-
istrative rules, regulations, and guidelines for the Plan, and may correct any defect, supply any omission or
reconcile any inconsistency or conflict in the Plan or in any award. All determinations by the Committee
shall ke final, conclusive and binding on the Company, the Participant and any and ali interested parties.

{¢) Subject to the provisions of the Plan, the Committee will have the authority and discretien to
determine the extent to which awards under the Plan will be structured to conform to the requirements
applicable to performance-based compensation as described in Section 162(m) of the Code, and to take
such e ction, establish such procedures, and impose such restrictions at the time such awards are granted
as the Committee determines to be necessary or appropriate to conform to such requirements. Notwith-
standing any provision of the Plan to the contrary, if an award under this Plan is intended to qualify as
perfor nance-based compensation under Section 162(m) of the Code and the regulations issued there-
under and a provision of this Plan would prevent such award from so qualifying, such provision shall be
administered, interpreted and construed to carry out such intention (or disregarded to the extent such
provis on cannot be so administered, interpreted or construed).

(d) The benefits provided under the Plan are intended to be excepted from coverage under Sec-
tion 4019A and the regulations promulgated thereunder and shall be construed accordingly. Notwithstand-
ing ary provision of the Plan to the contrary, if any benefit provided under this Plan is subject to the
provisions of Section 409A and the regulations issued thereunder (and not excepted therefrom), the
provisions of the Plan shall be administered, interpreted and construed in a manner necessary to comply
with ection 409A and the regulations issued thereunder (or disregarded to the extent such provision
cannct be so administered, interpreted, or construed.)

4. Participation in the Pian

Cfficers and key employees of the Company, as determined by the Committee, shall be eligible to
participate in the Plan. No employee shall have the right to participate in the Plan, and participation in the
Plan i1 any one Performance Period does not entitle an individual to participate in future Performance
Periodls.

5. Ircentive Compensation Awards

(¢) The Committee may, in its discretion, from time to time make awards to persons eligibie for
partic pation in the Plan pursuant to which the Participant will earn cash compensation. The amount of a
Partic pant's award may be based on a percentage of such Participant's salary or such other methods as
may t e established by the Committee. Each award shall be communicated to the Participant, and shall
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specify, among other things, the terms and conditions of the award and the Performance Goals to be
achieved. The maximum amount that may be awarded and paid under the Plan to a Participant for any
calendar year shall not exceed USD $1,500,000.

(b) With respect to awards that are intended to be performance-based compensation under Sec-
tion 162(m) of the Code, each award shall be conditioned upon the achievement of one or more
Performance Goal(s) with respect to the Performance Measure(s) established by the Committee. No
later than ninety (90) days after the beginning of the applicable Performance Period, the Committee shall
establish in writing the Performance Goals, Performance Measures and the method(s) for computing the
amount of compensation which will be payable under the Plan to each Participant if the Performance Goals
established by the Committee are attained; provided however, that for a Performance Period of less than
one year, the Committee shall take any such actions prior to the lapse of 25% of the Performance Period. In
addition to establishing minimum Performance Goals below which no compensation shall be payable
pursuant to an award, the Committee, in its discretion, may create a performance schedule under which an
amount less than or more than the target award may be paid so long as the Performance Goals have been
achieved.

(c) The Committee, in its sole discretion, may also establish such additional restrictions or conditions
that must be satisfied as a condition precedent to the payment of all or a portion of any awards. Such
additional restrictions or conditions need not be performance-based and may include, among other things,
the receipt by a Participant of a specified annual performance rating, the continued employment by the
Participant and/or the achievement of specified performance goals by the Company, business unit or
Participant. Furthermore and notwithstanding any provision of this Plan to the contrary, the Committee, in
its sole discretion, may reduce the amount of any award to a Participant if it concludes that such reduction
is necessary or appropriate based upon: (i) an evaluation of such Participant's performance; (i) compar-
isons with compensation received by other similarly situated individuals working within the Company’s
industry; (iii) the Company’s financial results and conditions; or (iv) such other factors or conditions that the
Committee deems relevant. Notwithstanding any provision of this Plan to the contrary, the Committee shall
not use its discretionary authority to increase any award that is intended to be performance-based
compensation under Section 162(m) of the Code.

6. Payment of Individual Incentive Awards

(a) After the end of the Performance Period, the Committee shall certify in writing the extent to which
the applicable Performance Goals and any other material terms have been achieved. Subject to the
provisions of the Plan, earned Awards shall be paid in the first calendar year immediately following the end
of the Performance Period on or before March 15th of such calendar year (“Payment Date”). For purposes
of this provision, and for so long as the Code permits, the approved minutes of the Commitiee meeting in
which the certification is made may be treated as written certification.

(b) Unless otherwise determined by the Committee, Participants who have terminated employment
with the Company prior to the actual payment of an award for any reason (including but not limited to death,
Retirement or Total and Permanent Disability), shall Forfeit any and all rights to payment under any awards
then outstanding under the terms of the Plan and shall not be entitled to any cash payment for such period.
If a Participant’s employment with the Company should terminate during a Performance Period by reason
of death, Retirement or Total and Permanent Disability and the Committee determines thatthe award is not
Forfeited, the Participant's award shall be prorated to reflect the period of service during the Performance
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Period prior to his/her death, Retirement or Total and Permanent Disability, and shall be paid either to the
Participant or, as appropriate, the Participant’s estate, subject to the Committee’s certification that the
appliczible Performance Goals and other material terms have been met.

(c) The Committee shall determine whether, to what extent, and under what additional circumstances
amour ts payable with respect to an award under the Plan shall be deferred either automatically, at the
election of the Participant, or by the Committee. Ail deferrals shall be made in accordance with the terms
and procedures of the deferred compensation plan under which any such amounts are deferred.

7. Ainendment or Termination of the Plan

While the Company intends that the Plan shall continue in force from year to year, the Company
reservas the right to amend, modify or terminate the Plan at any time; provided, however, that no such
modifization, amendment or termination shall without the consent of the Participant, materially adversely
affect " he rights of such Participant to any payment that has been determined by the Committee to be due
and owing to the Participant under the Pian but not yet paid. Any and all actions permitted under this
Parag -aph 7 may be authorized and performed by the Committee in its sole and absolute discretion.

Notwithstanding the foregoing or any provision of the Plan to the contrary, the Committee may at any
time (without the consent of the Participant) modify, amend or terminate any or all of the provisions of this
Plan to the extent necessary to conform the provisions of the Plan with Section 409A or Section 162(m) of
the Code, the regulations promulgated thereunder or an exception thereto regardless of whether such
maodifization, amendment, or termination of the Pian shall adversely affect the rights of a Participant under
the Plan. Notwithstanding any provision of the Plan to the contrary, in no event shall the Committee or
Board (or any member thereof), or the Company (or its employees, officers, directors or affiliates) have any
liabilits to any Participant (or any other person) due to the failure of the Plan to satisfy the requirements of
Secticn 409A or any other applicable law.

8. Rights Not Transferable

A Participant’s rights under the Plan may not be assigned, pledged, or otherwise transferred except, in
the event of a Participant’s death, to the Participant’s designated beneficiary, or in the absence of such a
designation, by wil! or by the laws of descent and distribution.

9. Funding/Payment

The Plan is not funded and all awards payable hereunder shall be paid from the general assets of the
Comgany. No provision contained in this Plan and no action taken pursuant to the provisions of this Plan
shall create a trust of any kind or require the Company to maintain or set aside any specific funds to pay
benef ts hereunder. To the extent a Participant acquires a right to receive payments from the Company
under the Plan, such right shall be no greater than the right of any unsecured general creditor of the
Comgany. If any earned Award is not paid by the Payment Date due to administrative impracticality, such
earned Award will be paid, without earnings, as scon as administratively practicable thereafter.

10. Withholdings

The Company shall have the right to withhold from any awards payable under the Plan or other wages
payatile to a Participant such amounts sufficient to satisfy federal, state and local tax withholding
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obligations arising from or in connection with the Participant's participation in the Plan and such other
deductions as may be authorized by the Participant or as required by applicable law.

11. No Employment or Service Rights

Nothing contained in the Plan shall confer upon any Participant any right with respect to continued
employment with the Company (or any of its affiliates) nor shall the Plan interfere in any way with the right of
the Company (or any of its affiliates) to at any time reassign the Participant to a different job, change the
compensation of the Participant or terminate the Participant's employment for any reason.

12. Other Compensation Plans

Nothing contained in this Plan shall prevent the Corporation from adopting other or additional
compensation arrangements for employees of the Corporation, including arrangements that are not
intended to comply with Section 162(m) of the Code.

13. Governing Law

The Plan shall be governed by and construed in accordance with the laws of the Commonwealth of
Pennsylvania, without giving effect to its conflict of law provisions.

14. Effective Date

The Plan shall become effective immediately upon the approval and adoption thereof by the Board;
provided, however, that no award intended to qualify as performance-based compensation within the
meaning of Section 162(m) of the Code shall be payable prior to approval of the Plan’s material terms by
the Company’s stockholders.
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COMPANY OVERVIEW

Since our estatlishment in 1902, L.B. Foster Company has delivered the products necessary to build and maintain

our nation’s inf;astructure. Today, we remain a quality manufacturer, fabricator and distributor of products for the rail,

construction, utility and energy industries.

L.B. Foster is committed to providing superior products and services to our customers and sustainable profitable growth

for our shareholders. This commitment is built on the quality of our work force and our continuous improvement and

customer focus.

2007 BUSINESS SEGMENTS AS A PERCENTAGE OF NET SALES
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TO OUR SHAREHOLDERS

2007 was a remarkable year for L.B. Foster Company. It marked our strongest year as a
publicly traded company, achieving Sales of $509.0 million with Income from Continuing
Operations (after excluding the impact of the sale of our investment in the Dakota,
Minnesota and Eastern (IDM&:E) Railroad) of $25.0 million. In addition, we monetized

our investment in the DM&E Railroad, an event that contributed a pre-tax gain from the

sale of $122.9 million and $8.5 million of incremental dividend income. These and other

activities across the Company have strengthened our foundation for future success.

2007 Highlights

Sales in 2007 grew by 31% and Income from Continuing Operations (after excluding the impact of the sale of our
investment in the DM&E Railroad) increased by 130% compared to 2006. These results were achieved because of strong
markets for various products that the Company manufactures, fabricates or distributes, a favorable pricing environment,

exceptional performance by our key suppliers and a grear effort by the entire L.B. Foster team.

A number of our product lines experienced a record year. In our Rail Products segment, these included New Rail, Relay
Rail, Transit Products and Allegheny Rail Products. In our Construction Products segment, Piling and CXT* Concrete

Buildings, and in our Tubular Products segment, Coated Products, all had record performance.

As 1 look at our key end markets, rail, construction and energy and utilities, we benefitted from favorable conditions in
2007. The North American rail industry continues to expand. Class 1 railroads spent a historical high of almost $10.0
billion on capiral expenditures for new capacity and maintenance, an increase of 12% over 2006. As a company, over
15% of our sales were to the seven Class 1 railroads. And with the continuing implementation of SAFETEA-LU (Safe,
Accountable, Flexible and Efficient Transportation Equity Act — A Legacy for Users), spending for passenger and commurer
rail remained strong. SAFETEA-LU infrastructure spending, coupled with solid expenditures by state and local government
agencies, provided robust markets for the Company’s Construction Products segment. Spending for highway projects grew
by 7% and heavy/civil construction increased by over 13% in 2007 according to the Department of Commerce. Demand
from this key market segment is anticipated to remain strong as the nation’s highway and bridge system will need to be
maintained and expanded in the future. The market for the North American natural gas and oil shale industries is forecast

to continue to grow, driving demand for pipe coated by our Tubular Products business.

In October 2007, the Canadian Pacific Railway acquired the DM&E Railroad. L.B. Foster initially purchased a stake in the
DM&E in 1986 and continued to make additional investments in the ensuing years. I would like to commend Lee Foster,
our Chairman, for his foresight in maintaining and growing our ownership. L.B. Foster may receive contingent payments
if certain events take place related to the Powder River Basin by 2025; the proceeds from our investment have given our

company the financial wherewithal to grow aggressively in the future.

The Company was broadly recognized for its performance in 2007, in particular being named as one of Forbes Magazine
Top 200 Best Small Companies in America. L.B. Foster was also a finalist for the Pitssburgh Business Times Manufacturer
of the Year Award. Recently, we were named as the top growth company for 2007 in the Western Pennsylvania region in
a survey published by the Pittsburgh Post Gazerte. And in May, our execurive management team presided over the closing

ceremony at the NASDAQ stock exchange in recognition of our 25th anniversary as a public company.

Strength for the Future

L.B. Foster enters 2008 with the strongest balance sheet in our history. The proceeds from the DM&E sale have given us the
financial flexibility to expand the Company either organically or via acquisition. We have begun to explore various options
for external business development, targeting opportunities thar are aligned with existing products and markets or that will

allow us to expand into complementary areas.




We continue tc invest in our producrion facilities, although the pace of spending slowed as we completed several large
P g P p g P g
projects in 2003 and 2006. However, as customer needs shift, we remain committed to them and focused on adding

capacity to mee; their requirements.

In our Construction Products segment, our largest piling manufacturer, Chaparral Steel, was acquired by Gerdau Ameristeel.
We anricipate a long, successful relationship with this new supplier and believe thar additional product opportunities may

arise with them in the fucure.

We continue to make impressive gains in two key employee related initiatives. Several years ago we recognized that our safety
record needed to improve significantly. I am pleased to repore that we continued to make great progress toward reaching
our goal of a zero injury culture. Last year our DART (days away from work, restricted dury or job transfer) rate, which is a
measure of inju1y severity, declined to 1.9 injuries per 100 employees. That represents a 32% reduction from 2006 and over
an 80% decline since 2002. We have improved our Total Recordable Incidence Rate (which measures all of our workplace
injuries requiring medical trearment beyond first aid) by 75% over the last five years as well. In 2007 we also commenced
more comprehesive employee development and performance management initiatives. We recognize that the needs of the
global marketplice require continuous training for our highly skilled workforce. New programs have been developed that
provide our employees the opportunity to enhance job skills, to strengthen their capabilities related to cur identified corporate
competencies ard to better prepare them for future opportunities. We have improved our internal goal setting processes to
better link individual goals to our strategic plan and scorecards. Employees will be evaluated nor only on what they deliver

but how they deliver. And we have placed greater emphasis on the creation of individual development plans.

Looking Ahead

We remain foctsed on enhanced profitabilicy through continued margin expansion via value added selling and process
efficiency efforts. Through market share gains and new product development we expect to maintain our path of solid organic
growth. We will continue to improve and expand our various supply chain relationships and take advantage of new product
introductions ar.d availability. Our manufacturing facilities will continue to control costs while meeting or exceeding quality
and safecy targets. Continued improvement in Return on Invested Capital will be a focal point in 2008. The acquisition and
development of human capital is critical as we look to the future success of the Company. And finally, we will aggressively
look to supplerrent our existing portfolio of businesses through a focused program of external business development via

well-timed and «ccretive acquisitions.

Thanks

I would like to express my heartfelr thanks to two ourgoing members of our Board of Directors. Mr. John W. Puth became
a Board member in 1977 and has been instrumental in helping lead the Company through a number of dynamic changes
over the past 31 years. Mr. Henry J. Massman 1V, joined our Board in 1998 and over the past decade has been particularly
helpful in redefining the Company’s business model. Their contributions, insights and counsel will definitely be missed and

[ wish them well in the future.

I thank and com mend the employees of L.B. Foster Company for your exemplary efforts in 2007. I am confident that the

strength and coramitment of our team will allow us to face the challenges ahead and continue our progress.

STE L, gl e g

Stan L. Hasselbuy sch
President and Chief Execurive Officer
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RAIL PRODUCTS

For the rail industry, including Class 1 and regional/short
line railroads, transit systems and industrial applications,
L.B. Foster manufactures, fabricates and distributes new
and relay rail, concrete ties, insulated joints, direct fixation

fasteners and other rail accessories.

Our company distributes heavy, light and relay rail o
mainline railroads, transic authorities, industrial companies
and rail contractors for heavy haul railroad, plant trackage
and other industrial applications. L.B. Foster also offers a
full line of rail accessories that includes trackwork and other

products required to install or maintain rail lines.

“We continue to strengthen our
full service offerings for the rail
industry.”

Samuel K. Fisher
Senior Vice President, Rail Products

L.B. Foster markets its Allegheny Rail Products insulated
joints, wayside lubricators and relared accessories to North
American railroads and mass transit authorities. These

products are assembled at facilities in Pueblo, CO and
Niles, OH.

Our Transit Products line of power rail, direct fixation
fasteners, coverboards and special accessoties are sold to

city, county and regional transit systems.

In 2007, we expanded our product and service offerings to
enhance our market position. According to Samuel Fisher,
Senior Vice Presidenr, Rail Products, “We continue tw
strengthen our full service offerings for the rail industry.
This represents a significant opportunity to grow our core
businesses. For example, we have developed a partnership
program with various railroads throughout North America
to purchase used rail, creating a value added proposition for
both parties.”

We increased our in-house research and development
efforts, focusing primarily on new producr developmentand
successive generation improvements of existing products
for heavy haul railroads and transit lines. Korhan Ciloglu,
Research and Development Manager, Rail Products,
leads c¢his initiative. “With the expected growth in heavy

haul railroad traffic and increasing demand for passenger/

commuter rail, our activities center on developing betrter,
more durable track components for both markets. We have
also formed an internal team to identify and investigate the

feasibility of other new products.”

Per Gregory W. Lippard, Vice President, Rail Producr Sales,
“We are also enhancing our relationships with our domestic
product sources to ensure a continued and solid supplier base
for the future. Coupled with our new product development
efforts, we are bringing new, viable solutions to our many
customers in the rail industry. Last year, we were successful
in a number of new projects, supplying a wide range of
products to various heavy haul and regional railroads and to
transit agencies for new and expansion lines. We can offer
a complete package of products, strengthening our market

position as a full service provider.”

CXT, Inc., a wholly owned subsidiary of L.B. Foster,
manufactures engineered, prestressed concrete railroad ties.
Produced at our facilities in Spokane, WA, Grand Island, NE
and Tucson, AZ, these ties are marketed as CXT* Concrete
Ties for the heavy haul railroad, transit and industrial rail

markets.

According to Mark Hammons, National Sales Manager,
CXT Concrete Ties, “We were successful on a number of
opportunities last year, ranging from Class 1 railroads, to
regional lines, to a number of industrial, porr and transic
projects. Qur newest concrete tie manufacturing facility
in Tucson, AZ, successfully came on line and we added a
fifth line to our plant in Grand Island, NE. And we are
continually working o innovate new ties, the latest being
an industrial tie for the growing Midwest US market. We

expect to introduce this tie by mid 2008.”

LBFoster
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CONSTRUCTION PRODUCTS

L.B. Foster Construction Products offers a comprehensive
line of piling, steel bridge products and fabricated structural
steel. These materials are specified for heavy engineering/
civil construction highway and bridge applications and

rehabilitation projects.

Our Piling business provides steel sheet piling that is
generally used to provide lateral support at construction
sites. L.B. Foster’s bearing piling products include steel
H-beam and pipe piling sections that are driven into the
ground to provide structural support. L.B. Foster also
markets threaded micropiles for construction foundation
repair and slope stabilizarion. Our piling is either sold or

rented for use in public works and private sector projects.

“We provide innovative products
and solutions to our expanding

customer base.”
Donald L. Foster
Senior Vice President, Construction Products

L.B. Foster Construction Products also includes Fabricared
Bridge Products located in Bedford, PA and Precise
Structural Products with a facility in Georgetown, MA.
These businesses manufacture engineered materials that
include fabricated structural steel, bridge decking, drainage
systems, aluminum and steel bridge rail and other bridge

accessories.

“Through ourstrongalliances in North America, from design
partners to a base of product suppliers, we offer innovative
products and solutions to our expanding customer base.
We remain committed to look for opportunities to bring
additional, unique products and services to the North
American foundation market. We have also continued
to make investments in two key areas — in-house design
capabilities and industry savvy people”, per Donald L.

Foster, Senior Vice President, Construcrion Products.

Phil Wright, Marketing Manager, Construction Products,
works closely with designers, engineers and various
government agencies, such as the Army Corps of Engineers,
to better educate them on the various design tools that are
available and encourage the use of proprictary construction

options using steel sheet piling. “We are also a strong

supporter of several key industry associations that promote

the use of these products.”

According to Alan Sarapas, General Manager, Sales,
Construction Products, these types of activities have
reinforced the solid position the Company has in the
marketplace, resulting in increased customer satisfaction.
“Piling has a strong track record of overall satisfaction, led
by high marks in customer service and support and product

quality, leading to a very loyal customer base.”

In 2007, we undertook several significant projects using the
unique Combi-Wall and OPEN CELL® design concepts
across the US. These included a large industrial project in
Alaska, a new energy facility in the Gulf Coast and new
commercial construction applications along the Mississippi
and Ohio Rivers.

We continue to expand our presence as an indispensable
resource to designers, owners and engineers to bring
creative, value-added, cost efficient domestic solutions o

the market from project concept to installation.

L.B. Foster's CXT* Concrete Buildings, another business
under the Construction Products segment, is the nation’s
leading producer of precast concrete restrooms and utilicy
structures, Concrete Buildings manufactures at facilities in
Spokane, WA and Hillsboro, TX, with major clients that
include federal, state and local government agencies and

contracrors,

Last year, we were awarded new state contracts in Alaska and
Utah, along with our largest conrract award ever in Texas, to
supply various concrete restrooms and other buildings. Per
David Steiger, Vice President, CXT Concrete Buildings,
“Our goal is to continue to enhance our market position
as a supplier of high value structures which provide the

customer cost effecrive, high quality solutions.”

OPEN CELL* is a registered trademark of PND Engineers, Inc.

PZC™ is a registered trademark of Gerdau Ameristeel.

LBFoster
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TUBULAR PRODUCTS

L.B. Fosters Tubular Products segment is composed of
owo discrete businesses, Coated Products and Threaded

Products.

Coated Products applies Fusion Bond Epoxy (FBE},
Abrasion Resistant Overcoating (ARO) and internal linings
for corrosion protection to oil and gas carbon steel line pipe
acour Birmingham, AL planc, while our Houston, TX based
Threaded Products offers pipe threading and fabricarion
services for use in the agricultural, municipal and industrial
water markets. They also supply threading services to the
oil country rubular goods marker and threaded pipe for

geotechnical (micropile) applicarions.

“We will be the benchmark for

safety and quality.”
Merry L. Brumbaugh

Vice President, Tubular Products

“We will be the benchmark for safety and quality in our
industries”, according to Merry Brumbaugh, Vice President,
Tubular Products. “Safety and continual improvement are
core values for L.B. Foster and are key components to our
success. Both our facilities produced record volumes in
2007 and we benefited greatly from our emphasis on safecy

and our established quality procedures.”

“We strive to provide a safe work environment for our
employees and have a demonstrated track record,” relates
General Manager, Plant Operations, Tim Chiasson.
“Tubular Products recently completed its fifth consecutive

year of zero lost time accidents.”

Both of Tubular Products’ manufacturing facilities are ISO
9001:2000 registered. “We earn our customer’s trust and
loyalty daily by supplying them consistendy with a qualiry
product to their specifications.” says Gary Foerster, General
Manager, Sales, Tubular Products, “We work very closely
with our partners and suppliers to meet and exceed their

requirements.”

Fusion Bond Epoxy Coated Pipe
leaving Birmingham plant
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PART I

ITEM 1. BUSINESS
Summary Description of Businesses

L. B. Foster Company is a leading manufacturer, fabricator and distributor of products and services for the
rail, constiuction, energy and utility markets. As used herein, “Foster” or the “Company” means L. B. Foster
Company and its divisions and subsidiaries, unless the context otherwise requires.

For rail markets, Foster provides a full line of new and used rail, trackwork, and accessories to railroads, mines
and industry. The Company also designs and produces concrete railroad ties, insulated rail joints, power rail, track
fasteners, c:overboards and special accessories for mass transit and other rail systems worldwide.

For the construction industry, the Company sells steel sheet piling, H-bearing piling, pipe piling and provides
rental sheet piling for foundation requirements. In addition, Foster supplies fabricated structural steel, bridge
decking, b:idge railing, expansion joints, precast concrete buildings and other products for highway construction
and repair.

For tubular markets, the Company supplies pipe coatings for natural gas pipelines and utilities. The Company
also produces threaded pipe products for industrial water well and irrigation markets and sells micropiles for
constructicn foundation repair and slope stabilization.

The Company classifies its activities into three business segments: Rail products, Construction products, and
Tubular products. Financial information concerning the segments is set forth in Item 8, Note 18. The following table
shows for the last three fiscal years the net sales generated by each of the current business segments as a percentage
of total ner sales.

Percentage of Net

Sales
2007 2006 2005
Rail Products. . ... o i i e e 51% 49% 49%
Construction Products . .. ... oo i e e e e e e e 42% 46% 45%
Tubular Products . . .. . e e % _5% __6%

100% 100% 100%

RAIL PRODUCTS

L. B. Foster Company’s rail products include heavy and light rail, relay rail, concrete ties, insulzated rail joints,
rail accessories and transit products. The Company is a major rail products supplier to industrial plants, contractors,
railroads, inines and mass transit systems.

The Company selis heavy rail mainly to transit authorities, industrial companies, and rail contractors for
railroad siclings, plant trackage, and other carrier and material handling applications. Additionally, the Company
sells some heavy rail to railroad companies and to foreign buyers. The Company sells light rail for mining and
material hindling applications.

Rail a:cessories include trackwork, ties, track spikes, bolts, angle bars and other products requirzd to install or
maintain re.il lines. These products are sold to railroads, rail contractors, industrial customers, and transit agencies
and are m:nufactured within the Company or purchased from other manufacturers.

The Company’s Allegheny Rail Products (ARP) division engineers and markets insulated rail joints and
related acc :ssories for the railroad and mass transit industries. Insvlated joints are manufactured at the Company’s
facilities ir. Pueblo, CO and Niles, OH.

The Company's Transit Products division supplies power rail, direct fixation fasteners, coverboards and
special acczssories primarily for mass transit systems. Most of these products are manufactured by subcontractors
anct are usnally sold by sealed bid to transit authorities or to rail contractors, worldwide.
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The Company’s Trackwork diviston produces new and relay trackwork for industrial and export markets.

The Company’s CXT subsidiary manufactures engineered concrete railroad ties for the railroad and transit
industries at its facilities in Spokane, WA, Grand Island, NE and Tucson, AZ.

CONSTRUCTION PRODUCTS

L. B. Foster Company’s construction products consist of sheet, pipe and bearing piling, fabricated highway
products, and precast concrete buildings.

Sheet piling products are interlocking structural steel sections that are generally used to provide lateral support
at construction sites. Bearing piling products are steel H-beam sections which, in their principal use, are driven into
the ground for support of structures such as bridge piers and high-rise buildings. Sheet piling is sold or rented and
bearing piling is sold principally to public projects as well as the private sector.

Other construction products consist of precast concrete buildings, sold principally to national and state parks,
and fabricated highway products. Fabricated highway products consist principally of fabricated structural steel,
bridge decking, aluminum and steel bridge rail and other bridge products, which are fabricated by the Company.
The major purchasers of these products are contractors for state, municipal and other governmental projects.

Sales of the Company’s construction products are partly dependent upon the level of activity in the
construction industry. Accordingly, sales of these products have traditionally been somewhat higher during the
second and third quarters than during the first and fourth quarters of each year. However, sales were unusually
strong during the fourth quarter of 2006 due to various factors including mild weather that allowed more
construction projects to proceed.

TUBULAR PRODUCTS

The Company provides fusion bond and other coatings for corrosion protection on oil, gas and other pipelines.
The Company also supplies special pipe products such as water well casing, column pipe, couplings, and related
products for agricultural, municipal and industrial water wells. In addition, the Company sells micropiles for
construction foundation repair and slope stabilization.

MARKETING AND COMPETITION

I.. B. Foster Company generally markets its rail, construction and tubular products directly in all major
industrial areas of the United States through a national sales force of 59 people, including outside sales, inside sales,
and customer service representatives. The Company maintains 14 sales offices and 15 warehouses, plant and yard
facilities located throughout the country. During 2007, approximately 4% of the Company’s total sales were for
export.

The major markets for the Company’s products are highly competitive. Product availability, quality, service
and price are principai factors of competition within each of these markets. No other company provides the same
product mix to the various markets the Company serves. There are one or more companies that compete with the
Company in each product line. Therefore, the Company faces significant competition from different groups of
companies.

RAW MATERIALS AND SUPPLIES

Most of the Company’s inventory is purchased in the form of finished or semi-finished product. With the
exception of relay rail which is purchased from railroads or rail take-up contractors, the Company purchases most of
its inventory from domestic and foreign steel producers. There are few demestic suppliers of new rail products and
the Company could be adversely affected if a domestic supplier ceased making such material available to the
Company. Additionally, the Company has an agreement with a steel mill to distribute steel sheet piling and bearing
pile in North America. The Company also purchases cement and aggregate used in its concrete railroad tie and
precast concrete building businesses from a variety of suppliers.
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The Company’s purchases from foreign suppliers are subject to the usual risks associated with changes in
internatioral conditions and to United States laws which could impose import restrictions on selected classes of
products and anti-dumping duties if products are sold in the United States below certain prices.

BACKLOG

The dollar amount of firm, unfilled customer orders at December 31, 2007 and 2006 from continuing
operations by business segment follows:

December 31,
2007 2006
In thousands
Rail ProdUucts . ..ot e e e e e e $ 61,597 5 o64,113
Construction Products . .. ... .. .. e e 70,342 66,145
Tubular Products . . .. oot oot et e e e e e e 6,375 11,092
Tot il from Continuing Operations . ............couvurnrvneanann, $138,314  $141,350

Approximately 2% of the December 31, 2007 backlog is related to projects that will extend beyond 2008.

RESEARCH AND DEVELOPMENT

The Company’s expenditures for research and development are not material.

ENVIROMNMENTAL DISCLOSURES

It is not possible to quantify the potential impact of actions regarding environmental matters, particularly for
future remediation and other compliance efforts, In the opinion of management, compliance with environmental
protection laws will not have a material adverse effect on the financial condition, competitive position, or capital
expenditures of the Company. However, the Company's efforts to comply with stringent environmental regulations
may have in adverse effect on the Company’s future earnings.

EMPLOY]LES AND EMPLOYEE RELATIONS

As of January 2008, the Company has 655 employees, of whom 403 are hourly production workers and 250 are
salaried emoloyees. Approximately 140 of the hourly paid employees are represented by unions. The Company has
not sufferec any major work stoppages during the past five years and considers its relations with its employees to be
satisfactory,

In Ociober 2007, the Company negotiated the renewal of the collective bargaining agreement with our
Spokane, WA workforce represented by the United Steelworkers Local number 338.

Substantially all of the Company’s hourly paid employees are covered by one of the Company’s noncon-
tributory, d¢ fined benefit plans or defined contribution plans. Substantially all of the Company’s salaried employees
are covered by a defined contribution plan.

ITEM 1A. RISK FACTORS
Forward Looking Statements

We make forward looking statements in this report based upon management’s understanding of our business
and market, and on information currently available to us. Such statements include information regarding future
events and expectations and frequently include words such as “betieves,” “expects,” “anticipates,” “intends,”

“plans,” “estimates,” or other similar expressions.

LIS

Forwatd looking statements include known and unknown risks and uncertainties. Actual future results may
differ greatly from these statements and expectations that we express in this report. We encourage all readers to
carefully ccnsider the Risk Factors below and all the information presented in our 2007 Annual Report on
Form 10-K and caution you not to rely unduly on any forward looking statements,
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The forward looking statements in this report are made as of the date of this report and we assume no obligation
to update or revise any forward looking statement, whether as a result of new information, future developments or
otherwise,

Risks and Uncertainties
Markets and Competition

We face strong competition in all of the markets in which we participate. Our response to competitor pricing
actions and new competitor entries into our product lines, could negatively impact our overall pricing in the
marketplace. Efforts to improve pricing could negatively impact our sales volume in all product categories.
Significant negative developments in these areas could adversely affect our financial results and condition,

Customer Reliance

Foster could be adversely affected by changes in the business or financial condition of a customer or
customers. A significant downturn in the business or financial condition of a customer or customers could impact
our results of operations and /or financial condition.

The Company’s CXT Rail operation and Allegheny Rail Products division are dependent on the Union Pacific
Railroad (UPRR) for a significant portion of their business. The CXT Rail operation was awarded a long-term
contract from the UPRR for the supply of prestressed concrete railroad ties, CXT Rail expanded and modernized its
Grand Island, NE plant in 2005, and completed construction of a new facility in Tucson, AZ in 2006 to
accommedate the contract’s requirements. UPRR has agreed to purchase minimum annual quantities from the
Grand Island, NE facility through December 2010, and the Tucson, AZ facility through December 2012.

A substantial portion of our operations are heavily dependent on governmental funding of infrastructure
projects. Many of these projects have “Buy America” or “Buy American” provisions. Significant changes in the
level of government funding of these projects could have a favorable or unfavorable impact on our operating results.
Additionally, government actions concerning “Buy America” provisions, taxation, tariffs, the environment, or other
matters could impact our operating results.

Supplier Reliance

In our rail and piling distributed products businesses, we rely on one or two suppliers for key products that we
sell to our customers. A significant downturn in the business of one of these suppliers, a disruption in their
manufacturing operations, an unwillingness to continue to sell to us or a disruption in the availability of existing and
new piling and rail products could adversely impact our financial results.

A significant portion of our Construction segment net sales and profits are related to the purchase and resale of
piling products. In July 2007, Chaparral Steel Company, our primary supplier of steel sheet piling and bearing pile
announced that it had entered into an agreement to be acquired by Gerdau Ameristeel Corporation. This transaction
closed in September 2007. The Company does not believe there will be an effect on our existing business as the
primary supplier relationship with Gerdau Ameristeel Corporation has not been changed as a result of the
agreement. If we are unable to continue to distribute the products of Gerdau Ameristeel Corporation, our results of
operations and liquidity could be adversely affected.

Raw material costs and availability

Most of Foster’s businesses utilize steel as a significant product component. The steel industry is cyclical and
prices as well as availability are subject to international market forces. We also use significant amounts of cement
and aggregate in our concrete railroad tie and our precast concrete building businesses. Cement and aggregate prices
have been increasing over recent years. This has not yet had a significant impact on the Company, but it could
present problems for our facility in Tucson, AZ. Our financial results could be adversely affected if prices or
availability of these materials were to change in a significantly unfavorable manner.
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Sale o;" our investment in the DM&E Railroad

A mzrger agreement was consummated between the Dakota, Minnesota and Eastern Railroad (DM&E) and the
Canadian Pacific Railway Limited (CP) in October 2(007. More information about the DM&E and the merger
agreemer.t with the CP can be found on page 25 of Management’s Discussion and Analysis of Financial Condition
and Results of Operations.

Certiin of our operating groups sold, from time to time, railroad and construction related materials to the
DME&E. s a result of the merger agreement, certain of this business may be provided to the DM&E directly from
other sup)liers through existing CP relationships. The total amount of revenues for the years ended December 31,
2007, 2006 and 20035 was approximately $18.7 million, $17.2 miltion, and $9.5 million, respectively. While these
revenues zenerated lower than typical gross profit margins, the Company may not be able to successfully mitigate
the impact of this potential loss of business.

Union Workforce and Labor Relations

Thre 2 of the Company’s manufacturing facilities are staffed by employees represented by tabor unions. These
141 employees are currently working under two separate collective bargaining agreements. In October 2007, we
negotiated) the renewal of the collective bargaining agreement with our Spokane, WA workforce represented by the
United Steelworkers Local number 338. This agreement, covering approximately 110 employees, expires in
September 2011.

The collective bargaining agreement related to our bridge products fabricating facility in Bedford, PA
represented by the Shopmen's Local Union number 527 expires in March 2008. We may not be able to successfully
negotiate the renewal of this agreement.

Addirionally, the existing collective bargaining agreements may not prevent a work stoppage at L. B, Foster’s
facilities.
Legal Contingencies
Chaneges in our expectations of the outcome of certain legal actions could vary materially from our current
expectations and adversely affect our financial results and/or financial condition.
Unexpected Events

Unexpected events including fires or explosions at facilities, natural disasters, war, unplanned outages,
equipment failures, failure to meet product specifications, or a disruption in certain of our operations may cause our
operating +:0sts to increase or otherwise impact our financial performance.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None




ITEM 2. PROPERTIES

The location and general description of the principal properties which are owned or leased by L. B. Foster
Company, together with the segment of the Company’s business using the properties, are set forth in the following table:

Business Lease
Location Function Acres Segment Expires
Bedford, PA ... ......... Bridge component 10 Construction Owned
fabricating plant.
Birmingham, AL......... Pipe coating facility. 32 Tubular 2017
Georgetown, MA .. ...... Bridge component 11 Construction Owned
fabricating plant.
Grand Island, NE .. ... ... CXT concrete tie plant. 9 Rail 2010
Hiilsboro, TX . ... ....... Precast concrete facility. 9 Construction 2012
Houston, TX............ Casing, upset tubing, 63 Tubular, Rail and Owned
threading, heat treating and Construction
painting. Yard storage.
Niles, OH.............. Rail fabrication. Trackwork 35 Rail Owned
manufacturing. Yard
storage.
Petersburg, VA . ... ...... Piling storage facility. 48 Construction Owned
Pueblo, CO............. Rail joint manufacturing 9 Rail Owned
and lubricator assembly.
Spokane, WA . .. ........ CXT concrete tie plant. 13 Rail 2008
Spokane, WA . .......... Precast concrete facility. 5 Construction 2012
Tucson, AZ. ............ CXT concrete tie plant. 19 Rail 2012

The lease covering the Spokane, WA CXT concrete tie plant expires in July 2008. The Company anticipates
that this lease will be extended prior to its expiration.

In March 2008, the Company closed an agreement to sell approximately 63 acres owned by the Company in
Houston, TX for approximately $6.5 million. Upon the closing, the Company leased back approximately 20 acres of
the real estate to be used by its threaded product operations. More information about this agreement can be found on
page 15 of Management’s Discussion and Analysis of Financial Condition and Results of Operations.

Including the properties listed above, the Company has 14 sales offices, including its headquarters in
Pittsburgh, PA, and 15 warehouses, plant and yard facilities located throughout the country. The Company’s
facilities are in good condition.

ITEM 3. LEGAL PROCEEDINGS

In 2000, the Company’s subsidiary sold concrete railroad crossing panels to a general contractor on a Texas
transit project. Certain panels deteriorated and the owner replaced the panels provided by the subsidiary. An
administrative judge found that the general contractor was liable to the owners for alleged defects, among other
matters, in the panels. In the first quarter of 2008 the Company negotiated a settlement with the contractor releasing
any claims that the contractor may have against the Company in exchange for the Company forgiving an account
receivable of approximately $0.3 million and paying the contractor $50,000. These amounis were fully reserved at
December 31, 2007.

In the second quarter of 2004, a gas company filed a complaint against the Company in Allegheny County, PA,
alleging that in 1989 the Company had applied epoxy coating on 25,000 feet of pipe and that, as a resuit of inadequate
surface preparation of the pipe, the coating had blistered and deteriorated. The Company does not believe that the gas
company’s alleged problems are the Company’s responsibility. Although no assurances can be given, the Company
believes that it has meritorious defenses to such claims and will vigorously defend against such a suit.
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

Non:.

ITEM 44i. EXECUTIVE OFFICERS OF THE REGISTRANT

Information concerning the executive officers of the Company is set forth below. With respect to the period
prior to August 18, 1977, references to the Company are to the Company’s predecessor, Foster Industries, Inc.

Name Age Position

Lee B.Foster I1. . ................. 61 Chairman of the Board

Stan L. Hasselbusch . .............. 60 President and Chief Executive Officer

Meny L. Brumbaugh. . . ......... .. 50 Vice President — Tubular Products

Samuel K. Fisher. . ................ 55 Senior Vice President — Rail

Donald L. Foster . . . ............... 52 Senior Vice President — Construction Products

Kevia R.Haugh .................. 51  Vice President & General Manager — CXT
Concrete Products

JohnF Kasel .................... 43  Senior Vice President — Operations and
Manufacturing

Brian H. Kelly. ... ................ 48  Vice President — Human Resources

Gregory W, Lippard ............... 39 Vice President — Rail Product Sales

Linda K. Patterson. . .. ............. 58 Controller

DavildJLRusso . .................. 49  Senior Vice President, Chief Financial Officer and
Treasurer

DavidL. Voltz. . . ................. 55  Vice President, General Counsel and Secretary

Mr. Lee Foster has been a director of the Company since 1990 and he has been Chairman of the Board since
1998. He was the Chief Executive Officer of the Company from May 1990 until January 2002.

Mr. Hasselbusch has been Chief Executive Officer and a director of the Company since January 2002, and
President of the Company since March 2000. He served as Vice President — Construction and Tubular Products
from Dece mber 1996 to December 1998 and as Chief Operating Officer from January 1999 until he was named
Chief Exe:utive Officer in January 2002,

Ms. Erumbaugh was elected Vice President — Tubular Products in November 2004, having previously served
as Genera] Manager, Coated Products since 1996. Ms. Brumbaugh has served in various capacities with the
Company since her initial employment in 1980.

Mr. Fisher was elected Senior Vice President — Rail in October 2002, having previously served as Senior Vice
President - — Product Management since June 2000. From Qctober 1997 until June 2000, Mr. Fisher served as Vice
President -— Rail Procurement. Prior to October 1997, Mr. Fisher served in various other capacities with the
Company ;ince his employment in 1977.

Mr. Donald Foster was elected Senior Vice President — Construction Products in February 2003, after having
served as Vice President — Piling Products since November 2004 and General Manager of Piling since September,
2004. Prio: to joining the Company, Mr. Foster was President of Metalsbridge, a financed supply chain logistics
entity. He served U.S. Steel Corporation as an officer from 1999 to 2003. During that time, Mr. Foster functioned as
Vice President International, President of UEC Technologies and President, United States Steel International, Inc.
Since joiniag U.S. Steel Corporation in 1979 he served in a number of general management roles in the distribution
and constniction markets.

Mr. Haugh was elected Vice President and General Manager — CXT Concrete Products in F:bruary 2008.
Prior to joining the Company, Mr. Haugh served as Executive Vice President of CANAC, Inc., a subsidiary of
Savage Services, and Senior Vice President of Savage Services from 2001 to 2008. His career also included
President cf Railserve, Inc. prior to 2001.

Mr. Kaisel was elected Senior Vice President — Operations and Manufacturing in May 2005 having previously
served as Vice President — Operations and Manufacturing since April 2003. Mr. Kasel served as Vice President of
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Operations for Mammoth, Inc., a Nortek company from 2000 to 2003. His career also included General Manager of
Robertshaw Controls and Operations Manager of Shizuki America prior to 2000,

Mr. Kelly was elected Vice President, Human Resources in October 2006 after joining the organization in
September 2006. Prior to joining the Company, Mr. Kelly headed Human Resources for 84 Lumber Company from
June 2004. Previously, he served as a Director of Human Resources for American Greetings Corp from June 1994 to
June 2004, and he began his career with Nabisco in 1984, serving in progressively responsible generalist human
resources positions in both plants and the headquarters.

Mr. Lippard was elected Vice President — Rail Product Sales in June 2000. Prior to re-joining the Company in
2000, Mr. Lippard served as Vice President — International Trading for Tube City, Inc. from June 1998. Mr. Lippard
served in various other capacities with the Company since his initial employment in 1991.

Ms. Patterson was elected Controller in February 1999, having previously served as Assistant Controller since
May 1997 and Manager of Accounting since March 1988. Prior to March 1988, Ms. Patterson served in various
other capacities with the Company since her employment in 1977.

Mr. Russo was elected Senior Vice President, Chief Financial Officer and Treasurer in December 2002, having
previously served as Vice President and Chief Financial Officer since July 2002. Mr. Russo was Corporate Controller
of WESCO International Inc., a distributor of electrical and industrial MRO supplies and integrated supply services,
from 1999 until joining the Company in 2002. Mr. Russo also served as Corporate Controller of Life Fitness Inc., an
international designer, manufacturer and distributor of aerobic and strength training fitness equipment.

M. Voltz was elected Vice President, General Counsel and Secretary in December 1987. Mr. Voltz joined the
Company in 1981.

Officers are elected annually at the organizational meeting of the Board of Directors following the annual
meeting of stockholders.

Code of Ethics

L. B. Foster Company has a code of ethics applicable to all directors and employees, inciuding its Chief
Executive Officer, Chief Financial Officer and Controller. The code of ethics is posted on the Company’s website,
www.lbfoster.com. The Company intends to satisfy the disclosure requirement regarding certain amendments to, or
waivers from, provisions of its code of ethics by posting such information on the Company’s website.

PART 11

ITEM 5. MARKET FOR REGISTRANT’'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES

Stock Market Information

The Company had 550 commeon sharcholders of record on January 31, 2008, Common stock prices are quoted
daily through the NASDAQ Global Select Market quotation service (Symbol FSTR). The quarterly high and low bid
price quotations for common shares (which represent prices between broker-dealers and do not include markup,
markdown or commission and may not necessarily represent actual transactions) follow:

2007 2006
Quarter High Low High Low
First « o e e s $25.92 §$18.21 $1990 $14.59
SECONd . o it e e e e 28.68 20.41 26.15 18.93
Third. ... e e 44,72 2942 23.73 16.06
Fourth. ... .. . . e 57.97 38.15 25.91 16.43

Dividends

No cash dividends were paid on the Company’s Common stock during 2007 and 2006, and the Company has
no plan to pay dividends in the foreseeable future. The Company’s ability to pay cash dividends is limited by its
revolving credit agreement.
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Performance Graph

The following table compares total shareholder returns for the Company over the last five years to the
NASDAC() Composite Index and the Company’s Peer Group assuming a $100 investment made on December 31,
2002. Each of the three measures of cumulative total return assumes reinvestment of dividends. The stock
performace shown on the graph below is not necessarily indicative of future price performance.

The Company’s Peer Group is composed of Michael Baker Corp., A.M. Castle & Co., Greenbriar Cos., Inc.,
Northwest Pipe Co, Texas Industries Inc. and Wabtec Corporation. The Company’s peer group was established by
selecting similar companies in the rail, construction and steel industries.

Incli:ded in the Company’s Peer Group in 2006 but not in 2007 were Hanson PLC and Oregon Steel Mills Inc,
Hanson FLC was acquired by foreign corporation, HeidelbergCement AG, and stopped trading publicly in the
United States in August 2007. Oregon Steel Mills Inc. was also acquired by a foreign corporation, Evraz Group S.
A., in January 2007 which is listed on the London Stock Exchange.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN#*
Among L.B. Foster Company, The NASDAQ Composite Index
And A Peer Group

$1,400
—~ L.B. Foster Company

$1,200 — NASDAQ Composite Index /3
$1,000 | —O— Peer Group

$800 | //
$400 -

$0 -

T 1 ¥ 1 ] 1
12/02 12/03 12/04 12/05 12/06 12/07

* $100 invested on 12/31/02 in stock or index-including reinvestment of dividends. Fiscal year ending
December 31.

Cumulative Total Return

12/02 12/03 12/04 12/05 12/06 12407
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Securities Authorized for Issuance Under Equity Compensation Plans

The following table sets forth information as of December 31, 2007 with respect to compensation plans under
which equity securities of the Company are authorized for issuance.

Number of Securities Number of Securities Remaining
to be Issued upon Weighted-Average Available for Future Issuance
Exercise of Exercise Price of under Equity Compensation
Qutstanding Options, Qutstanding Options, Plans (Excluding Securities
Warrants and Rights Warrants and Rights Reflected in Column (a))
Plan Category (a) (b) (c)

Equity compensation plans
approved by shareholders. . . 349,900 $5.52 509,375

Equity compensation plans not
approved by shareholders. . . —

Total.................... 349,900

5.5

o
(=]

509,375

The Company awarded shares of its common stock to its outside directors on a biannual basis from June 2000
through January 2003 under an arrangement not approved by the Company’s shareholders. A total of 22,984 shares
of common stock were so awarded and this program has been terminated. At the Company’s 2003 Annual
Shareholders’ Meeting, a new plan was approved by the Company’s shareholders under which outside directors
received 2,500 shares of the Company’s common stock at each annual shareholder meeting at which such outside
director was elected or re-elected, commencing with the Company’s 2003 Annual Shareholders’ Meeting, Through
2005 there were 30,000 shares issued under this plan. This plan was discontinued on May 24, 2006 when the
Company’s shareholders approved the 2006 Omnibus Incentive Plan. Under the 2006 Omnibus Incentive Plan, non-
employee directors automatically are awarded 3,500 shares or a lesser amount determined by the directors of the
Company’s common stock at each annual shareholder meeting at which such non-employee director is elected or re-
elected, commencing May 24, 2006. Non-employee directors will be awarded 1,750 shares in 2008, Through
December 31, 2007 there were 35,000 fully vested shares issued under the 2006 Omnibus Incentive Plan.
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ITEM 6. SELECTED FINANCIAL DATA
Year Ended December 31,

Income Ststement Data 2007(1) 2006(2) 2005(3)(4) 2004(3)(5) 2003(346)
(All amounts are in thousands, except per share data)

Netsales .......... ... i i, $508,981  $389.788  $325,990  $271,209  $238,872
Operating, profit ........................ $38980 $ 17934 § 8210 $ 1,780 § 4,685
Income fiom continuing operations . . ........ $110,724 $ 10,715 § 4848 § 889 § 2,097
(L.oss) income from discontinued

operations, net of tax .................. (31 2,815 586 591 1,343
Netinconme . ............... . iieiunnn. $110,693 $ 13,530 $ 5434 3 1480 § 3,440
Basic eanungs per common share:

Continuing operations . . ... ............. $ 1039 $ 103 $ 048 $ 009 $§ 022

Discontinued operations ., .............. 0.00 0.27 0.06 0.06 0.14
Basic earnings per common share . .......... $ 1039 $§ 130 $ 054 § 015 $ 036
Diluted ezrnings per common share:

Continuing operations . . ... ............. $ 1009 $ 099 $ 046 $ 009 § 022

Discontinued operations ................ 0.00 0.26 0.06 0.06 0.14
Diluted earnings per common share. . .. ... ... $ 009 $ 125 $ 052 §$ 014 $ 035

(1} 2007 includes 38,472,000 in dividend income and a $122,885,000 pre-tax gain due to the announcement and
conswmmation, respectively, of the sale of the Company’s investment in the DM&E.

{2) 2006 includes a $3,005,000 gain from the sale of the Company’s former Geotechnical Division which was
classified as discontinued operations.

{3) 2005 -- 2003 were restated to reflect the classification of the Company’s former Geotechnical Division as
discontinued operations.

(4) 2005 includes a benefit of 3450,000 due to the release of a valuation allowance related to the Company's ability
to utilize state net operating losses and other state tax incentives prior to their expiration.

(5) 2004 includes a $493,000 gain from the sale of the Company’s former Newport, KY pipe coating machinery and
equipment which had been classified as “held for resale”.

(6) The 2073 results from discontinued operations include the release of a 31,594,000 valuation allowance against
Sforeign net operating losses that was utilized as a result of the dissolution of the Foster Technologies subsidiary.

December 31,
MQ&E 2007 2006 2005 2004 2003
Total ass€ty .. .ot $330,772 $235.833  $178.868 3134095  $131,159
Working cepital ........ ... .. ... ... ... 200,645 90,844 57,009 46,831 46,844
Long-termdebt. ........................ 28,056 54,273 29,276 17,395 20,858
Stockholde:s  equity . . .. .......... ... ..., 213,826 98,033 79,989 73,743 70,544
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Overview
General

L.B. Foster Company is a leading manufacturer, fabricator and distributor of products and services for the rail,
construction, energy and utility markets. The Company is comprised of three business segments: Rail products,
Construction products and Tubular products.

The Company makes certain filings with the Securities and Exchange Commission (SEC), including its annual
report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and all amendments and
exhibits to those reports, available free of charge through its website, www.Ibfoster.com, as soon as rcasonably
practicable after they are filed with the SEC. These filings are also available through the SEC at the SEC’s Public
Reference Room at 100 F Street N.E. Washington, D.C. 20549 or by calling 1-800-SEC-0330. Also, these filings are
available on the internet at www.sec.gov. The Company’s press releases are also available on its website.

Rail Products

The Rail products segment is composed of several manufacturing and distribution businesses that provide a
variety of products for railroads, transit authorities, industrial companies and mining applications throughout the
Americas. Rail products has sales offices throughout the United States and frequently bids on rail projects where it
can offer products manufactured by the Company as well as products sourced from numerous suppliers. These
products may be provided as a package to rail lines, transit authorities and construction contractors which reduces
the customers procurement ¢fforts and provides value added, just in time delivery.

The Rail products segment designs and manufactures bonded insutated rail joints and a variety of specialty
trackwork, cuts and drills rail, panelizes track for emergency and construction use, and manufactures concrete cross
ties and turnout ties. The Company has concrete tie manufacturing facilities in Spokane, WA, Grand Island, NE, and
Tucson, AZ. The Company also has two facilities that design, test and fabricate rail preducts in Atlanta, GA and
Niles, OH.

The Rail distribution business provides our customers with access to a variety of products including stick rail,
continuous welded rail, specialty trackwork, power rail and various rail accessories. This is a highly competitive
business that, once specifications are met, depends heavily on pricing. The Company maintains relationships with
several rail manufacturers but procures the majority of the rail it distributes from one supplier. Rail accessories are
sourced from a wide variety of suppliers.

Construction Products

The Construction products segment is compaosed of the following business units: Piling, Fabricated Products,
and Precast Concrete Buildings.

The Piling division, via a sales force deployed throughout the United States, markets and sells piling
internationally. This division offers its customers various types and dimensions of structural beam piling, sheet
piling, and pipe piling. These piling products are sourced from various suppliers. The Company is the primary
distributor of domestic bearing pile and sheet piling for its primary supplier.

The Fabricated Products unit manufactures a number of fabricated steel and aluminum products primarily for
the highway, bridge and transit industries including grid reinforced concrete deck and open steel grid flooring
systems, guardrails, and expansion joints and heavy structural steel fabrications,

The Precast Concrete Buildings unit manufactures concrete buildings for national, state and municipal parks.
This unit manufactures restrooms, concession stands and other protective storage buildings available in multiple
designs, textures and colors. The Company believes it is the leading high-end supplier in terms of volume, product
options and capabilities. The buildings are manufactured in Spokane, WA and Hillsboro, TX.
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Tubular Products
The Tubular products segment has two discrete business units: Coated Pipe and Threaded Products.

The Coated Pipe unit, located in Birmingham, AL, coats the outer dimension and, to a lesser extent, the inner
dimensicn of pipe primarily for the gas transmission, and to a much lesser extent oil transmission, industries. Coated
Pipe partners with its primary customer, a pipe manufacturer, to market fusion bonded epoxy coatings, abrasion
resistant coatings and internal linings for a wide variety of pipe dimensions for pipeline projects throughout
North Arnerica.

The Threaded Products unit, located in Houston, TX, cuts, threads and paints pipe primarily for water well
products for the agriculture industry and municipal water authorities. Threaded Products is also in the micro-pile
business and threads pipe used in earth and other structural stabilization.

2007 Developments

In Fzbruary 2007, the Company entered into a third amendment to the Amended and Restated Revolving
Credit an1 Security Agreement. Under this amendment, borrowings placed in LIBOR contracts wili be priced at
prevailing LIBOR rates, plus 1.25%. Borrowings placed in other tranches will be priced at the prevailing prime rate
minus 1.(0%. The amendment permits the Company to use various additional debt instruments to finance capital
expenditures, outside of borrowings under the agreement, limited to an additional $10.0 million. The amendment
also increased the Company’s permitted annual capital expenditures to $12.0 million.

In July 2007, the Company entered into a fourth amendment to the Amended and Restated Revolving Credit
and Security Agreement. The amendment provides for an increase in the Company’s maximum credit line to
$90.0 mil ion expiring in May 2011. Additionally, the amendment establishes a $20.0 million term loan that was
immediat.ly applied to pay down existing drawings on the revolving credit facility. The term loan is amortized
based on ¢ term of seven years with a balloon payment on the remaining outstanding principal due at the maturity of
the Agree nent, May 2011. If average availability should fall below $10.0 million over a 30-day period, the loans
become irimediately secured by a lien on the Company’s equipment that is not encumbered by other liens. The
Company is obligated to satisfy a fixed charge coverage ratio of 1.05 to 1.

In July 2007, Chaparral Steel Company, our primary supplier of sheet piling and bearing pile, announced that it
had entercd into an agreement to be acquired by Gerdau Ameristeel Corporation. This transaction c¢losed in
September 2007. If we are unable to continue to distribute the products of Gerdau Ameristeel Corporation, our
results of perations and liquidity could be adversely affected.

In September 2007, the DM&E announced it had entered into an Agreement and Plan of Merger under which
an indirect, wholly owned subsidiary of the Canadian Pacific Railway Limited (CP) would be merged into the
DM&E, with the DM&E being the surviving corporation. In October 2007, the merger agreement between the
DM&E an | the CP was consummated. More information about the DM&E and the merger agreement with the CP
can be found on page 25 of this Management’s Discussion and Analysis of Financial Condition and Results of
Operations,

In October 2007, the Company negotiated the renewal of the collective bargaining agreement with our
Spokane, WA workforce represented by the United Steelworkers Local number 338,

Recent Developments

In Dec:ember 2007, the Company entered into a preliminary agreement to sell approximately 63 acres of real
estate located in Houston, TX used primarily by the Company’s Tubular products segment and reclassified these
assets as “property held for resale” under SFAS No. 144 “Accounting for the Impairment or Disposal of Long-Lived
Assets.” Tle purchase price of the real estate was approximately $6.5 million.

This transaction closed on March 3, 2008. Pursuant to the agreement, the Company leased back from the
purchaser approximately 20 acres of the real estate for a ten year term at a monthly rental rate of $1,000 per acre
with annua. 3% increases. The lease is a “net” lease with the Company being responsible for taxes, maintenance,
insurance and utilities. The Company will use the leased property for its threaded product operations.
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Our agreement with the UPRR includes their purchasing concrete ties from our Grand Island, NE facility
through 2010 and our Tucson, AZ facility through 2012. While the UPRR will continue to purchase concrete ties
under this agreement, total concrete ties purchased by the UPRR in 2008 will be reduced by approximately 40%
from its 2007 purchase levels. While we believe that the UPRR purchasing level for concrete ties will improve
beyond 2008, we have taken certain steps to mitigate the effects of this loss of business including reducing the
workforce at both of our facilities as well as other efficiency efforts including extending the cure times of the
concrete ties we are currently producing.

Critical Accounting Policies and Estimates

The Company’s significant accounting policies are described in Note 1 to the consclidated financial state-
ments. The accompanying consolidated financial statements have been prepared in conformity with accounting
principles generally accepied in the United States. When more than one accounting principle, or the method of its
apphication, is generally accepted, management selects the principle or method that is appropriate in the Company’s
specific circumstance. Application of these accounting principles requires management to make estimates that
affect the reported amount of assets, liabilities, revenues, and expenses, and the related disclosure of contingent
assets and liabilities. The following critical accounting policies relate to the Company’s more significant judgments
and estimates used in the preparation of its consolidated financial statements. There can be no assurance that actual
results will not differ from those estimates.

Asset impairment — The Company is required to test for asset impairment whenever events or changes in
circumstances indicate that the carrying value of an asset might not be recoverable. The Company applies Staterent
of Financial Accounting Standards (SFAS) No. 144, “Accounting for the Impairment or Disposal of Long-Lived
Assets” (SFAS 144) in order to determine whether or not an asset is impaired. This statement indicates that if the
sum of the future expected cash flows associated with an asset, undiscounted and without interest charges, is less
than the carrying value, an asset impairment must be recognized in the financial statements. The amount of the
impairment is the difference between the fair value of the asset and the carrying value of the asset. The Company
believes that the accounting estimate related to an asset impairment is a “critical accounting estimate™ as it is highly
susceptible to change from period to period and because it requires management to make assumptions about the
existence of impairment indicators and cash flows over future years. These assumptions impact the amount of an
impairment, which would have an impact on the income statement.

Allowance for Bad Debts — The Company’s operating segments encounter risks associated with the
collection of accounts receivable. As such, the Company records a monthly provision for accounts receivable
that are deemed uncollectible. In order to calculate the appropriate monthly provision, the Company reviews is
accounts receivable aging and calculates an allowance through application of historic reserve factors to overdue
receivables. This calculation is supplemented by specific account reviews performed by the Company’s credit
department. As necessary, the application of the Company’s allowance rates to specific customers is reviewed and
adjusted to more accurately reflect the credit risk inherent within that customer relationship. The reserve is reviewed
on a monthly basis. An account receivable is written off against the allowance when management determines it is
uncollectible.

The Company believes that the accounting estimate related to the allowance for bad debts is a “critical
accounting estimate” because the underlying assumptions used for the allowance can change from period to period
and the allowance could potentially cause a material impact to the income statement. Specific customer circum-
stances and general economic conditions may vary significantly from management’s assumptions and may impact
expected eamnings. At December 31, 2007 and 2006, the Company maintained an allowance for bad debts of
$1.5 million and $1.2 million, respectively.

Product Liability — The Company maintains a current liability for the repair or replacement of defective
products. For certain manufactured products, an accrual is made on a monthly basis as a percentage of cost of sales.
For long-term construction projects, a liability is established when the claim is known and quantifiable. The preduct
liability accrual is periodically adjusted based on the identification or resclution of known individual product
liability claims. The Company believes that this is a “critical accounting estimate” because the underlying
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assumptions used to calculate the liability can change from period to period. At December 31, 2007 and 2006, the
product liability was $1.9 million and $1.6 million, respectively.

Slow-Moving Inventory — The Company maintains reserves for slow-moving inventory. These reserves,
which are reviewed and adjusted routinely, take into account numerous factors such as quantities-on-hand versus
turnover, product knowledge, and physical inventory observations. The Company believes this is a “critical
accounting estimate” because the underlying assumptions used in calculating the reserve can change from period to
period and could have a material impact on the income statement. At December 31, 2007 and 2006, the reserve for
slow-moving inventory was $3.8 million and $2.3 million, respectively.

Revenue Recognition on Long-Term Contracts — Revenues from long-term contracts are recognized using
the percentage of completion method based upon the proportion of actual costs incurred to estimated total costs, For
certain products, the percentage of completion is based upon the ratio of actual direct labor costs to estimated total
direct labor costs.

As certain contracts extend over one or more years, revisions to estimates of costs and profits are reflected in
the accounting period in which the facts that require the revisions become known. Historically, the Company’s
estimates of total costs and costs to complete have reasonably approximated actual costs incurred to complete
contracts. At the time a loss on a contract becomes known, the entire amount of the estimated loss is recognized in
the financial statements. The Company estimates the extent of progress towards completion, contract revenues and
contract costs on its long-term contracts. The Company believes these estimates are “critical accounting estimates”
because they require the use of judgments due to uncertainties inherent in the estimation process. As a result, actual
revenues and profits could differ materially from estimates.

Pension Plans — The calculation of the Company’s net periodic benefit cost (pension expense) and benefit
obligation (pension liability} associated with its defined benefit pension plans (pension plans) requires the use of a
number of assumptions that the Company deems to be “critical accounting estimates”. Changes in these
assumptions can result in a different pension expense and liability amounts, and future actual experience can
differ significantly from the assumptions. The Company believes that the two most critical assumptions are the
expected long-term rate of return on plan assets and the assumed discount rate.

The expected long-term rate of return reflects the average rate of earnings expected on funds invested or to be
invested in the pension plans to provide for the benefits included in the pension liability. The Company establishes
the expected long-term rate of return at the beginning of each fiscal year based upon information available to the
Company at that time, including the plan’s investment mix and the forecasted rates of return on these types of
securities. Any differences between actual experience and assumed experience are deferred as an unrecognized
actuarial gain or loss. The unrecognized actuarial gains or losses are amortized in accordance with SFAS No. 87,
“Employers’ Accounting for Pensions™ (SFAS 87). The expected long-term rate of return determined by the
Company for 2007 and 2006 was 7.75%. Pension expense increases as the expected long-term rate of return
decreases.

The assumed discount rate reflects the current rate at which the pension benefits could effectively be settled. In
estimating that rate, SFAS 87 requires that the Company looks to rates of return on high quality, fixed income
investments. The Company’s pension liability increases as the discount rate is reduced. Therefore, the decline in the
assumed discount rate has the effect of increasing the Company’s pension obligation and future pension expense.
The assumed discount rate used by the Company was 6.25% and 5.75% for 2007 and 2006, respectively.

On December 31, 2006, the Company adopted the recognition and disclosure provisions of SFAS No. 158,
“Employers’ Accounting for Defined Benefit Pension Plans and Other Postretirement Plans — an amendment of
FASB Statements No. 87, 88, 106 and 132(R),” (SFAS 158). SFAS 158 required the Company to recognize the
funded status of its defined benefit plans in the consolidated balance sheet, with a corresponding adjustment to
accumulated other comprehensive income/(loss), net of tax. The adjustment to accumulated comprehensive
income/(loss) at adoption represents the net unrecognized actuarial losses, unrecognized prior service costs,
and unrecognized transition assets remaining from the initial adoption of SFAS 87.

Deferred Tax Assets — The recognition of deferred tax assets requires management to make judgments
regarding the future realization of these assets. As prescribed by SFAS No. 109, “Accounting for Income Taxes”
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(SFAS 109), valuation allowances must be provided for those deferred 1ax assets for which it is more likely than not
(a likelihood more than 50%) that some portion or all of the deferred tax assets will not be realized. SFAS 109
requires management to evaluate positive and negative evidence regarding the recoverability of deferred tax assets.
Determination of whether the positive evidence outweighs the negative and quantification of the valuation
allowance requires management to make estimates and judgments of future financial results. The Company
believes that these estimates and judgments are “critical accounting estimates™.

In July 2006, the Financial Accounting Standards Board (FASB) issued FASB Interpretation No. 48,
“Accounting for Uncertainty in Income Taxes — an interpretation of FASB Statement No. 109” (FIN 48). This
Interpretation applies to all open tax positions accounted for in accordance with SFAS 109. This Interpretation is
intended to result in increased relevance and comparability in financial reporting of income taxes and to provide
mare information about the uncertainty in income tax assets and liabilities. We adopted this interpretation on
January 1, 2007.

See Note 14, “Income Taxes”. The Company’s ability to realize these tax benefits may affect the Company’s
reported income tax expense (benefit) and net income (loss).

New Accounting Pronouncements

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements,” (SFAS 157). SFAS 157
defines fair value, establishes a framework for measuring fair value in accounting principles generally accepted in
the United States, and expands disclosures about fair value measurements. SFAS 157 does not require any new fair
value measurements, rather it applies under existing accounting pronouncements that require or permit fair value
measurements. SFAS 157 is effective for fiscal years beginning after November 15, 2007. The adoption of this
standard is not expected to have a significant effect on our financial position or results of operations.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial
Liabilities, Including an Amendment of SFAS No. 115,” (SFAS 159). SFAS 159 permits entities to measure eligible
financial assets, financial liabilities and firm commitments at fair value, on an instrument-by-instrument basis, that
are otherwise not permitted to be accounted for at fair value under other accounting principles generally accepted in
the United States. The fair value measurement election is irrevocable and subsequent changes in fair value must be
recorded in earnings. SFAS 159 is effective for fiscal years beginning after November 15, 2007. The adoption of this
standard will not have a significant effect on our financial position or results of operations.

In December 2007, the FASB issued SFAS No. 141(R), “Business Combinations,” (SFAS 141R) which
replaces SFAS No. 141. SFAS 141R retains the purchase method of accounting for acquisitions, but requires a
number of changes, including changes in the way assets and liabilities are recognized in the purchase accounting. It
also changes the recognition of assets acquired and liabilities assumed arising from contingencies, requires the
capitalization of in-process research and development at fair value, and requires the expensing of acquisition-
related costs as incurred. SFAS 141R is effective for business combinations for which the acquisition date is on or
after the beginning of the first fiscal year beginning after December 15, 2008. The Company will adopt the
provisions of this standard beginning January 1, 2009,

18




Results of Operations

Three Months Ended Twelve Months Ended
December 31, December 3,
2007 2006 2007 2006 2005
Dollars in thousands
Net Sales:
Rail Products ... .......... ... ... ........ $ 56,802 $ 49,499 3 260,634 $189,236 $157,765
Construction Products . .......... ... ... ... 49,286 56,749 211,867 180,797 147,401
Tubular Products . . ........... ... . cvunin. 7.927 4,204 36,480 19,755 20,824
Total NetSales ......................... $ 114,015 $110452 $ 508,981 $389,788 $325,990
Gross Profit:
Rail Products ............... ... .. ........ $ 8714 $ 4399 § 32,675 § 20953 § 17,504
Construction Products ... ................... 9,255 9,659 36,501 28,925 17,384
Tubular Products . .. ....................... 2,112 835 10,092 3,920 4,264
Other ....... ... ... ... . {120} {441) (2,885) (2,207) (2,363)
Total Gross Profit ....................... 19,961 14,452 76,383 51,591 36,789
Expenses:
Selling and Administrative Expenses . .. ... ., ... 9,322 8,996 37,403 33,657 28,579
Interest Expense .. . ... ... ... ... ... . ... 700 975 4,031 3,390 2472
Dividend Income. ... ...................... — 24D (9,214) (990) (990)
Gain on Sale of DM&E Investment ... ......... {122,885) — (122,885 — —
Interest Income . . ......... v (1,173 (3 (1,196) (4) )
Other (Income) Expense . .................., (226) 191 267) (251) (295)
Total (Income) Expenses . ................. (114,264) 9912  (92,128) 35,802 29,765
Income from Continuing Operations, Before Income
TaXes .. e 134,225 4,540 168,511 15,789 7,024
Income Tax Expense . ... ... ................... 47,991 1,550 57,787 5,074 2,176
Income From Continuing Operations . . .. ... ...... 86,234 2,990 110,724 10,715 4,848
Discontinued Operations:
(Loss) Income From Discontinued Operations . . . . (2) 43) 47 3,153 714
Income Tax (Benefit) Expense................ — {19) {16) 338 128
(Loss) Income From Discontinued Operations . .. ... (2) (24) an 2,815 586
NetIncome. . ...t ian e $ 86232 %5 2966 $110,693 $ 13,530 $ 5,434
Gross Profit%:
Rail Products . ........................... 15.3% 8.9% 12.5% 1.1% 11.1%
Construction Products . . .................... 18.8% 17.0% 17.2% 16.0% 11.8%
Tubular Products . . ..., 26.6% 19.9% 27.7% 19.8% 20.5%
Total Gross Profit%. . . ....... ..o, .. 17.5% 13.1% 15.0% 13.2% 11.3%

Fourth Quarter of 2007 vs. Fourth Quarter of 2006

Income from continuing operations and net income for the fourth quarter of 2007 was $86.2 million ($7.79 per
diluted share) on net sales of $114.0 million. Income from continuing operations and net income for the fourth
quarter of 2007 includes a pre-tax gain of $122.9 million from the sale of our investment in the DM&E railroad. This
compares favorably to income from continuing operations for the fourth quarter of 2006 which was $3.0 million
(30.27 per dilvted share) on net sales of $110.5 million.
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Net sales increased $3.6 million, or 3.2%, compared to the prior-year quarter. Rail segment sales increased
14.8% due to our congrete railroad tie sales which increased compared to the same prior year quarter primarily due
to our Tucson, AZ facility which started producing and selling concrete railroad ties in the first quarter of 2007. Last
year represented a start-up year for this facility and it produced only minima! concrete railroad ties late in the fourth
quarter of 2006. Our Allegheny Rail Products division also contributed to the growth with increased sales volumes
and production at the Pueblo, CO and Niles, OH facilities. During the prior year quarter, our Pueblo, CO facility,
where we manufacture insulated rail joints, experienced production start-up inefficiencies which were largely
corrected during 2007, Lastly, our rail distribution sales increase was associated with higher volumes of scrap and
reroll products sales. This increase was partiatly offset by a decrease in sales volumes from rail project work.
Construction products’ sales decreased 13.2% due mainly to reduced piling sales. In the prior year period, delivery
of two large orders of flat sheet piling sales were deferred from the third quarter into the fourth quarter due to
customer delays. This resulted in a large spike in piling sales during the fourth quarter of 2006. Tubular products’
sales increased 88.6% compared to the fourth quarter of 2006 due to growth in both our Coated Pipe and Threaded
Products divisions. The Coated Pipe division’s sales growth came from continued demand from a strong energy
market.

Gross profit margin increased 4.4 percentage points to 17.5% compared to last year’s fourth quarter. Rail
products’ profit margin increased 6.4 percentage points to 15.3%. This increase was primarily attributable to
increased billing margins, decreased unfavorable plant variances and decreased warranty expense at our Spokane,
WA concrete tie facility. Additionally, our Transit Products division’s gross profit margin increased due to product
mix. Construction products’ gross profit margin increased 1.8 percentage points to 18.8%. Product mix with our
piling sales contributed to the increased gross profit. Tubular products’ gross profit margin increased by
6.7 percentage points to 26.6% due primarily to improved volume-related efficiencies within the Coated Pipe
division.

Selling and administrative expenses increased 3.6% from the same prior year period due to increases in
employee related costs including benefit expenses. Interest expense decreased 28.2% due to reduced average
borrowings. In connection with the sale of the DM&E Railroad, we stopped accruing dividend income and recorded
a pre-tax gain of $122.9 million during the fourth quarter of 2007. The proceeds received from this sale were
invested in a series of short term, tax-free mutual funds resulting in the receipt of $1.1 million of interest income
during the fourth quarter of 2007. More information about the DM&E and its merger agreement with the CP can be
found on page 25 of this Management’s Discussion and Analysis of Financial Condition and Results of Operations.
Income taxes from continuing operations in the fourth quarter were recorded at approximately 35.8% compared to
34.1% in the prior year period.

The Year 2007 Compared to the Year 2006

For the year ended December 31, 2007, income from continuing operations was $110.7 million ($10.09 per
diluted share) on net sales of $509.0 million. Income from continuing operations includes the aforementioned
$122.9 million pre-tax gain from the sale of our investment in the DM&E Railroad. Additionally, income from
continuing operations includes $8.5 million of incremental dividend income recognized in the third quarter of 2007
when the sale of the DM&E Railroad was announced. This compares favorably to income from continuing
operations of $10.7 million ($0.99 per diluted share) for 2006 on net sales of $389.8 million.

Including the pre-tax gain and dividend income related to the DM&E sale, net income for 2007 was
$110.7 million ($10.09 per diluted share). Including income from discontinued operations of $2.8 million
($0.26 per diluted share), which includes a gain on the sale of the Company’s former Geotechnical division of
approximately $3.0 million; net income for 2006 was $13.5 million ($1.25 per diluted share).

Net sales for the year ended December 31, 2007 increased $119.2 million, or 30.6%, from the prior year. Rail
segment sales increased 37.7%, or $71.4 million from the prior year, primarily as a result of increased revenues from
rail distribution, which were driven mainly by new rail project work. Secondly, we produced and sold more concrete
ties during 2007 than in the previous year due principally to production at our Tucson, AZ facility. Last year
represented a start-up year for this facility and it produced and sold only minimal ties late in the fourth quarter of
2006. Our Grand Island, NE facility was also able to increase tie production in 2007 due to the instaliation of a fifth
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production line at the facility. Our agreement with the UPRR includes their purchasing concrete ties from our Grand
Island, NE facility through 2010 and our Tucson, AZ facility through 2012. While the UPRR will continue to
purchase concrete ties under this agreement, total concrete ties purchased by the UPRR in 2008 will be reduced by
approximately 40% from its 2007 purchase levels. Thirdly, our Transit Products division had improved sales from a
strong backlog entering 2007. SAFETEA-LU, 2005 legislation that authorized funding for transit products, led to
increased transit agency spending. Finally, our ARP division benefited from increased sales at both our Pueblo, CO
and Niles, OH facilitics. Construction segment sales increased 17.2%, or $31.1 million from the prior year due
primarily to increased piling sales as well as increased sales from concrete buildings. Our H-beam and pipe piling
products drove the overall increase in piling sales, benefiting from a combination of both price increases and strong
customer demand throughout 2007. These increases were partially offset by a decrease in bridge products revenues.
Three large bridge jobs were completed during 2006 which had a positive impact on that period’s sales. Tubular
segment sales increased 84.7%, or $16.7 million, over the prior year due to increased sales volumes in both our
Coated Pipe and Threaded Products divisions. The Coated Pipe division’s sales increased due to a strong energy
market leading to the addition of a second shift during a portion of the second quarter and all of the third quarter of
2007 at our Birmingham, AL facility. Our Threaded Products division has benefited from its entrance into the
micropile market and providing limited service to the oil country tubular goods market, both of which have added
volume to our Langfield, TX facility. We anticipate strength in all three of our business segments; we do not,
however, provide assurances that the rate of growth or sales levels will remain at these levels during 2008,

Our 2007 gross margin percentage increased 1.8 percentage points to 15.0% compared to 13.2% in 2006. Rail
products’ gross margin percentage increased to 12.5%, an increase of 1.4 percentage points over the prior year
period. Increased plant efficiencies at our Spokane, WA facility and a full year of production at our Tucson, AZ tie
facility contributed to the margin expansion. Construction products’ gross margin percentage increased 1.2 per-
centage points to 17.2% from the year earlier period as a result of improved performance across all product lines
except concrete buildings. Our Spokane, WA facility experienced high employee turnover leading to an inexpe-
rienced workforce that contributed to higher unfavorable plant variances at this facility. Tubular products’ gross
margin percentage increased to 27.7% from 19.8% in 2006, an increase of 7.9 percentage points, due to improved
billing margins within both divisions and improved volume-related efficiencies within our Coated Pipe division.

Selling and administrative expenses increased $3.7 million or 11.1% over the prior year comparable period due
to increases in employee related costs and benefit expenses including incentive compensation. Interest expense
increased $0.6 million, or 18.9%, due to increased average borrowings during the first half of the year. We were able
to reduce outstanding borrowings during the second half of 2007 as a result of generating strong positive cash flows
from operations. At the announcement of the sale of the DM&E railroad, we recognized $8.5 million of previously
unrecogrized dividend income due from the DM&E. This increase was offset by the loss of $0.2 million in dividend
income which would have been recognized during the fourth quarter of 2007. In connection with the sale of the
DM&E Railroad, we recorded a pre-tax gain of $122.9 million. We invested the proceeds received from this sale in a
series of short term, tax-free mutual funds resulting in the receipt of $1.1 million of interest income during the fourth
quarter. More information about the DM&E and its merger agreement with the CP can be found on page 25 of this
Management’s Discussion and Analysis of Financial Condition and Results of Operations. The 2007 income tax
provision from continuing operations was 34.3% compared to 32.1% for 2006. The lower rate in the prior year
resulted from a release of valuation allowances. See Note 14, “Income Taxes”.

The Year 2006 Compared to the Year 2005

For the year ended December 31, 2006, income from continuing operations was $10.7 million ($0.99 per
diluted share) on net sales of $389.8 million. This compares favorably to income from continuing operations of
$4.8 million ($0.46 per diluted share) for 2005 on net sales of $326.0 million.

Including income from discontinued operations of $2.8 million ($0.26 per diluted share), which includes a gain
on the sale of the Company’s former Geotechnical division of approximately $3.0 million, net income for the year
ended December 31, 2006 was $13.5 million ($1.25 per diluted share). During the same period in 2005, the
Company had net income of $5.4 million ($0.52 per diluted share) which included income from discontinued
operations of $0.6 million ($0.06 per diluted share).
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Net sales for the year ended December 31, 2006 increased $63.8 million, or 19.6%, from the prior year. Rail
segment sales increased 19.9%, or $31.5 million from the prior year, primarily as a result of increased revenues from
concrete railroad ties, rail distribution and transit products. Construction segment sales increased 22.7%, or
$33.4 million from the prior year due primarily to the previously mentioned steel sheet piling sales increase as well
as increased sales from concrete buildings and fabricated products. The increase in steel sheet piling sales in 2006 is
due to improved availability as well as increased sales and marketing efforts. Tubular segment sales decreased
5.1%, or $1.1 million, over the prior year due to lower coated pipe volumes.

The Company’s 2006 gross margin percentage increased 1.9 percentage points to 13.2% compared to 11.3% in
2005. This improvement was due primarily to increased billing margins and to a lesser extent a $0.6 million
reduction in LIFO expense. Rail products’ gross margin percentage remained consistent at 11.1% with the prior
year period. Construction products’ gross margin percentage increased to 16.0%, an increase of 4.2 percentage
points from the year earlier period as a result of improved performance across all product lines. Tubular products’
gross margin percentage decreased 0.7 percentage points to 19.8% from 20.5% due to lower coated pipe margins.

Selling and administrative expenses increased $5.1 million, or 17.8%, compared to the prior year due primarily
to employee related costs including incentive compensation. Interest expense rose $0.9 million, or 37.1% in 2006
due to increased borrowings and increased interest rates. The 2006 income tax provision from continuing operations
for the Company was 32.1% compared to 31.0% for 2005, See Note 14, “Income Taxes™.

Liguidity and Capital Resources

The following table sets forth L.B. Foster’s capitalization:

December 31,
2007 2006
In millions

Debt:
Revolving Credit Facility. .. .. . ..ot i i $ — §$392
Term Loan, due May 2011 .. ... ... . e 19.0 —
Capital Leases and Interim Lease Financing. . .. ... ... ... ... . ... ... oot 12.1 15.7
Other (primarily revenue bonds) . .......... ... . . e 3.1 3.2

Total DEbt. . o .o e e e e i e 34,2 58.1
EQuity . . .o e e e e 213.8 98.0
Total Capitalization. . . ...... ... .. . i i e $248.0 $156.1

Working capital increased $109.8 million to $200.6 million at December 31, 2007 compared to $90.8 million
at December 31, 2006. Cash and cash equivalents increased $119.8 million due to the $148.8 million we received in
connection with the sale of our investment in the DM&E consummated in October 2007. We made estimated tax
payments of approximately $44.0 million in the fourth quarter of 2007,

The Company’s liquidity needs arise from seasonal working capital requirements, capital expenditures,
acquisitions and debt service obligations.
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The following table summarizes the impact of these items during the past three years:

December 31,
2007 2006 2005
In millions

Liquidity needs:
Working capital and other assets and liabilities ... ....................... $ 26 $27.7) $317.9)
Capital expenditures, net of asset sales ........ ... ... . .. . i i, (5.2) (169) (10.5)
Scheduled repayments of long-term debt . . ... .. ... ... . ... .. L, (1.0) — —
Scheduled repayments of other long-termdebt. ... ............ ... . ... .... 3.1 (2.1) 0.7
Cashinterest paid . . . . . ... ... i i e i e e 4.0) (3.4) (2.2)

Net liquidity requirements . . ... ..ottt i et e et e e e (10.7y  (30.1) (30.9)
Liquidity sources:
Internally generated cash flows before interest paid ... .................... 40.3 16.1 12.3
Proceeds trom the sale of DM&E investment. . .......................... 148.8 — —
Income taxes paid on DM&E gains . ... .. ... ... (44.0) — —
Credit facility activity . . .. .. ... . . . e e (39.2) 18.3 6.7
Term loan, due May 2010 . ... ... i e e 20.0 — —
Equity transactions . . . . ... .. e e e 53 4.0 1.0
Discontinued Operations . . ....... ...ttt i e e — 6.7 3.2
Other .. e e e e (0.7 4.7 9.0

Net liquidity sources . . ... ... . i e . 130.5 49.8 32.2
Net Changein Cash .. ... ... ... ... ... . . . . . i, $1198 $(03) $ 13

Capital expenditures, net of asset sales in 2007 were $5.2 million compared to $16.9 million and $10.5 million
in 2006 and 2003, respectively. Spending in 2007 was for the installation of a fifth line at our Grand Island, NE
facility, maintenance capital and additional small amounts of other facilities improvement spending. Spending in
2006 was primarily for ongoing construction of new facilities in Tucson, AZ and Pueblo, CO. Spending in 2005
represents the beginning of the construction for the new concrete tie facility in Tucson, AZ, and the upgrade of
another facility in Grand Island, NE. The amount of capital spending in 2008 is expected to be approximately
$8.0 million and funded by cash flow from operations.

We routinely review our portfolio of businesses and contemplate potential acquisitions and dispositions from
time to time. In connection with the merger agreement announced by the DM&E in September 2007, we received
$148.8 million in October 2007. Of this amount, approximately $9.0' million represented a return of principal,
approximately $16.9 million represented dividends and we recorded a pre-tax gain of approximately $122.9 million,
net of the fully reserved $2.1 million being held in escrow, during the fourth quarter of 2007. We accrued
approximately $45.6 million of income taxes related to the proceeds from the sale of our investment in the DM&E.
We are currently assessing a number of options for the use of these funds, including, but not limited to, debt
reduction, strategic acquisitions, organic reinvestment in the existing business, share repurchases and other general
corporate purchases. We currently have these funds invested in short-term, tax free mutual funds.

We have a revolving credit agreement which expires in May 2011 and provides for up to $90.0 million in
borrowings to support our working capital and other liquidity requirements. Borrowings under this agreement are
secured by substantially all the trade receivables and inventory owned by us, and are limited to 85% of eligible
receivables and 60% of eligible inventory. Additionally, the revolving credit agreement provided for a $20.0 million
term loan that was immediately applied to pay down existing drawings on the revolving credit facility. If average
availability should fall below $10.0 million over a 30-day period, the loans become immediately secured by a lien
on the Company’s equipment that is not encumbered by other liens.

Borrowings under the credit facility bear interest at interest rates based upon either the base rate or LIBOR plus
or minus applicable margins. Prior to February 2007, the base rate was equal to the higher of (a) PNC Bank’s base
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commercial lending rate or (b) the Federal Funds Rate plus .50%. The base rate spread ranged from a minus 1.00%
to a plus 0.50%, and the LIBOR spread ranged from 1.50% to 2.50%. Effective in February 2007, under the third
amendment to the credit facility, for borrowings under the revolving credit facility the base rate spread is fixed at
minus 1.00% and the LIBOR spread is fixed at plus 1.25%. The term loan base rate spread is fixed at minus 0.75%
and the LIBOR spread is fixed at plus 1.50%. Under the credit agreement, we maintain dominion over our cash at all
times, as long as excess availability stays over $5.0 miilion and there is no uncured event of default.

There were no revolving credit facility borrowings at December 31, 2007, a decrease of $39.2 million from
December 31, 2006. At December 31, 2007, remaining available borrowings under this facility were approximately
$74.8 million. The outstanding amount of the term loan at December 31, 2007 was approximately $19.0 million of
which approximately $16.2 million was classified as noncurrent. Qutstanding letters of credit at December 31, 2007
were approximately $3.3 million. The letters of credit have expiration dates ranging from March 2008 to May 2010.
Management believes its internal and external sources of funds are adequate to meet anticipated needs for the
foreseeable future.

The credit agreement includes financial covenants requiring a minimum level for the fixed charge coverage
ratio and a maximum level for consolidated capital expenditures; however, expenditures up to $20.0 million for
plant construction and refurbishment related to our concrete tie supply agreement were excluded from these
covenants. The credit agreement also includes a minimum net worth covenant and restricts certain investments,
indebtedness, and the sale of certain assets. As of December 31, 2007 we were in compliance with all the credit
agreement’s covenants.

Tabular Disclosure of Contractual Obligations

A summary of the Company’s required payments under financial instruments and other commitments are
presented in the following table:

Less than 1-3 4.5 More than
Total 1 Year Years Years 5 Years

{In thousands)

Contractual Cash Obligations

Long-term borrowings(1). . ............ $22,137 §$ 3,058 § 6,029 $10,799 $2,251
Interest on long-term borrowings(1) ... ... 2,318 179 712 1,278 149
Capital leases(2) . ................... 12,110 3,133 6,189 2,788 —
Interest on capital teases(2) ............ 1,830 756 865 209 -—
Operating leases ... ................. 10,862 1,953 3,357 2,634 2,918
Purchase obligations not reflected in the

financial statements .. .............. 17,341 17,341 — — o
Total contractual cash obligations ....... $66.598  $26,420  $17,152  $17,708 $5,318
Other Financial Commitments
Standby letters of credit. .. ............ $3267 $2662 $ 605 § — 5 —

(1) Borrowings of $19.0 million under the amended credit agreement are payable in installments from 2007
through 2011, with a balloon payment due in 2011. Interest on these borrowings is LIBOR plus 1.50%,
currently 5.90%, and is payable monthly. The $2.0 million Massachusetts Industrial Revenue Bond matures in
March 2013. Interest on this bond is payable monthly and was calculated using the interest rate at December 31,
2007 of 3.84%. The Citizens Asset Finance Mortgage of $0.6 million is payable in installments from 2007
through 201 1, with a balloon payment due in 2011, Interest on this mortgage is fixed at 7.01% and is payable
monthly. The Pennsylvania Economic Development Financing Authority Tax Exempt Pooled Bond of
$0.3 million is payable in installments from 2007 through 2021. Interest was calculated using the interest
rate of 3.78% at December 31, 2007 and is payable monthly, The $0.1 million Pennsylvania Department of
Community and Economic Development Machinery and Equipment Loan is payable in installments through
2009. Interest on this loan is fixed at 3.75% and is payable monthly.
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(2} Capital lease obligations are payable in installments through 2012 and have interest rates, payable monthly,
ranging from 5.58% to 13.62%.

Other long-term liabilities include items such as income taxes which are not contractual obligations by nature.
The Company can not estimate the settlement years for these items and has excluded them from the above table.

Off Balance Sheet Arrangements

The Company’s off-balance sheet arrangements include the operating leases, purchase obligations and standby
letters of credit disclosed in the “Liquidity and Capital Resources” section in the contractual obligations table.
These arrangements provide the Company with increased flexibility relative to the utilization and investment of
cash resources.

Dakota, Minnesota & Eastern Railroad
Overview

The Company maintained a significant investment in the Dakota, Minnesota & Eastern Railroad Corporation
(DM&E), a privately held, regional railroad, which controlled over 2,500 miles of track in eight states. In September
2007, the DM&E announced it had entered into an Agreement and Plan of Merger under which an indirect, wholly
owned subsidiary of the Canadian Pacific Railway Limited (CP) would be merged in the DM&E, with the DM&E
being the surviving corporation. In October 2007, this merger was consummated.

Summary of Historical Ownership

At December 31, 2006, the Company’s investment was comprised of $0.2 million of DM&E common stock,
$1.5 million of Series B Preferred Stock and warrants, $6.0 million of Series C Preferred Stock and warrants,
$0.8 million of Preferred Series C-1 Stock and warrants, and $0.5 million of Series D Preferred Stock and warrants.
In addition, the Company had a receivable, recorded within Investments on the Company’s consolidated balance
sheet, for accrued dividend income on Preferred Stock of approximately $7.7 million. The Company owned,
including the Company’s warrants, approximately 12.3% of the DM&E’s common stock, on a diluted basis.
Dividend income was approximately $1.0 million for each year ended December 31, 2006 and 2005,

In December 1998, in conjunction with the issuance of Series C Preferred Stock and warrants, the DM&E
ceased paying dividends on the Series B shares. The terms of the Series B Preferred Stock state in the event that
regular dividends were not paid timely, dividends accrued at an accelerated rate until those dividends were paid. In
addition, penalty interest accrued and compounded annually until such dividends were paid. Subsequent issuances
of Series C, C-1, and D Preferred Stock had all assumed distribution priority over the previcus series, with series D
not redeemable until 2008. As subsequent preferred series were issued and prior to the announcement of the merger
between the DM&E and the CP, the Company, based on its own estimate of future cash flows and other factor’s
impacting the DM&E’s ability to pay dividends and the estimated timing of those payments, recorded only a portion
of the full amount due on all preferred series given the delay in anticipated realization of the asset and the priority of
redemption of the various issuances. The amount of dividend income not recorded was approximately $7.0 million
at December 31, 2006.

Summary of DM&E Project Milestones

In June 1997, the DM&E announced its plan to build an extension from the DM&E's existing line into the low
sulfur coal market of the Powder River Basin in Wyoming and to rebuild approximately 600 miles of its existing
track (Project). The estimated cost of this project was expected to be in excess of $2.0 billion. The Surface
Transportation Board (STB) approved the Project in January 2002. In October 2003, however, the 8th U.S. Circuit
Court of Appeals remanded the matter to the STB and instructed the STB to address, in its environmental impact
statement, the Project’s effects on air quality, noise and vibration, and preservation of historic sites. On January 30,
2004, the 8th U1.S. Circuit Court of Appeals denied petitions seeking a rehearing of the case. On April 15, 2003, the
STB issued a draft Supplementa! Environmental Impact Statement (SEIS) on the Project. On February 13, 2006,
after reviewing public comments on the SEIS, the STB made its final decision, approving the Project. In April 2006,
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several opponents to the Project appealed the STB’s final decision to the 8th U.S. Circuit Court of Appeals. On
December 29, 2006, the 8™ U.S. Circuit Court of Appeals upheld the STB’s decision to grant final approval for the
Project.

In December 2003, the DM&E received a Railroad Rehabilitation and Improvement Financing (RRIF) Loan in
the amount of $233.0 million from the Federal Railroad Administration (FRA). Funding provided by the 25-vear
loan was used to refinance debt and upgrade infrastructure along parts of its existing route.

In November, 2005, the DM&E announced that it has applied to the FRA for a RRIF loan totaling
approximately $2.5 billion to build and/or rehabilitate approximately 1,300 miles of railroad in four states. The
loan package was intended to fund four separate projects, including a 900-mile project which encompasses the
Project. Various groups had indicated their opposition to the DM&E’s application for this FRA loan.

On January 31, 2007, the FRA announced that it had determined that the Project had met the requirements of
the federal environmental review process. The release of the FRA’s final environmental review, known as a Record
of Decision, marked the start of a 90-day clock within which the agency had to approve or disapprove the DM&E
loan application.

On February 26, 2007, the FRA announced that it had denied the DM&E’s loan application for the Project due
to the FRA’s opinion that there was an unacceptable degree of risk concerning the DM&E'’s ability to repay the loan.

Summary of Merger Agreement

Under the terms of the merger agreement announced in September 2007 between the DM&E and the CP and
finalized in October 2007, the DM&E's current preferred stock, common stock and warrants to purchase common
stock were redeemed or cancelled in exchange for: (a) cash on the closing date; and (b) with respect to the common
stock and warrants, future contingent payments based on (i) construction commencing on the Powder River Basin
Expansion Project (PRB); and (ii) certain PRB tonnage thresholds being surpassed.

As a result of the merger agreement, the Company recognized previously unrecorded incremental dividend
income of approximately $8.5 million in September 2007. Dividend income for the year ended December 31, 2007
was approximately $9.2 million.

In October 2007, this merger was consummated. In exchange for our DM&E preferred stock, warrants,
common stock and accrued dividend income receivable, we received approximately $148.8 million. Of this amount,
approximately $9.0 million represented a return of principal, approximately $16.9 million represented dividends
and approximately $122.9 million represented the gain on investment which was recorded at closing. The pre-tax
gain is net of the fully reserved approximately $2.1 million being held in escrow, until completion of all post-closing
transactions, to secure certain of the DM&E’s obligations.

CP also is obligated to pay the DM&E's former equity holders an aggregate of $350.0 million, plus interest at
5% per annum, if the CP commences construction of the PRB expansion prior to December 31, 2025. We should
receive, prior to expenses and any offsets, approximately 12%% of this construction milestone payment, if any such
payment is made.

Additionally, CP shall cause the equity holders to receive certain payments not to exceed $707.0 million if CP
attains milestones, as set forth in the table below, related to PRB coal tonnage thresholds prior to December 31,
2025. Our share of any of these individual future coal milestone payments, if any such payments are made, prior to
expenses and any offsets, is approximately 12%4%.
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Tonnage Condition Coal Milestone Payment

At least 40 million tons in any calendar year . ... ... $58,000,000 plus an inflation adjustment from the
Closing Date at a rate of 2%, compounded annually
{the “First Milestone Payment™)

At least 50 million tons in any calendar year . ... ... $60,000,000 pius an inflation adjustment from the
Closing Date at a rate of 2%, compounded annually
(the “Second Milestone Payment”)

At least 60 million tons in any calendar year ....... $100,000,000 plus an inflation adjustment from the
Closing Date at a rate of 2%, compounded annually
(the “Third Milestone Payment™)

At least 75 million tons in any calendar year . ... ... $164,000,000 plus an inflation adjustment from the
Closing Date a1 a rate of 2%, compounded annually
(the “Fourth Milestone Payment”)

At least 100 million tons in any calendar year .. .... $175,000,000 plus an inflation adjustment from the
Closing Date at a rate of 2%, compounded annually
{the “Fifth Milestone Payment”)

At least 125 million tons in any calendar year ... ... $150,000,000 plus an inflation adjustment from the
Closing Date at a rate of 2%, compounded annually
(the “Sixth Milestone Payment™)

CP has stated that it may take several years for it to determine whether to construct the PRB expansion.

Outlook

Our CXT Rail and ARP divisions are dependent on the Union Pacific Railroad (UPRR) for a significant portion
of their business. Subsequent to the January 2005 execution of a concrete tie supply agreement with UPRR, we
installed new tie-manufacturing equipment at our Grand Island, NE facility and commenced production of concrete
ties in September 2005. During the fourth quarter of 2007, the refurbished Grand Island, NE facility has been
producing concrete lies at a rate 50% above the maximum capacity of the old facility. In addition to upgrading the
Grand Island facility, we have completed a new concrete railroad tie manufacturing facility in Tucson, AZ. Despite
construction delays attributable to permitting and other operational issues, the facility started tie production in the
fourth quarter of 2006, with meaningful production beginning in the first quarter of 2007. During the second quarter
of 2007, production at the facility had been hampered by employee turnover caused by the emergence of higher
paying new businesses in the Tucson, AZ area. Including the Tucson, AZ facility, the Company produced 45% more
concrete railroad ties over the prior year fourth quarter. Excluding the Tucson, AZ operations, concrete tie
production has increased approximatety 18% in the fourth quarter of 2007 compared to the prior year period.

Our agreement with the UPRR includes their purchasing concrete ties from our Grand Island, NE facility
through 2010 and our Tucson, AZ facility through 2012. While the UPRR will continue to purchase concrete ties
under this agreement, total concrete ties purchased by the UPRR in 2008 will be reduced by approximately 40%
from its 2007 purchase levels. While we believe that the UPRR purchasing level for concrete ties will improve
beyond 2008, we have taken certain steps to mitigate this loss of business including reducing the workforce at both
of our facilities as well as other efficiency efforts including exiending the cure times of the concrete ties we are
currently producing.

Certain of our operating groups sold, from time to time, to the DM&E railroad and construction related
materials. As a result of the merger agreement, certain of this business may be provided to the DM&E directly from
other suppliers through existing CP relationships. The total amount of revenues associated for the years ended
December 31, 2007, 2006 and 2005 was approximately $18.7 million, $17.2 million, and $9.5 million, respectively.
While these revenues generated lower than typical gross profit margins, the Company may not be able to
successfully mitigate the impact of this potential loss of business.

Our primary customer for track panels produced at our Pueblo, CO facility is not renewing its contract. The
total amount of revenues associated with this customer for the years ended December 31, 2007, 2006 and 2003 was
approximately $12.0 million, $10.5 million, and $13.3 million, respectively. We do not believe that the loss of this
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customer will have a material, adverse impact on our results of operations or our liquidity. We expect that
substantially all remaining inventory and plant equipment at this location will be utilized by other operating groups
within the Company.

In connection with the ratification of the new collective bargaining agreement with our Spokane, WA
workforce, the Company should be able to hire and retain better qualified employees and be more competitive in the
marketplace. A more qualified and experienced workforce should, over time, reduce the prolonged production
times which have had a negative impact on the financial results of this operation.

Although backlog is not necessarily indicative of future operating results, total Company backlog at
December 31, 2007 was approximately $138.3 million. The following table provides the backlog by business
segment:

December 31,
2007 2006 2005
In thousands
Backlog:
Rail Products . . . ... ... e $ 61,597 §$ 64,113 % 56,567
Construction Products. . . ........ .. e ... 70,342 66,145 42,156
Tubular Products .......... ... .. 6,375 11,092 1,514
Total Backlog . ...... .. i e s $138,314 $141,350 $100,237

Construction segment backlog presented in the above table excludes backlog related to the Company’s former
Geotechnical division, which was classified as a discontinued operation in 2006. There was no backlog related to
this division at December 31, 2007 or 2006. Backlog related to this division in 2005 was $29.2 million,

We continue to evaluate the performance of our various operations. A decision to sell, down-size or terminate
an existing operation could have a material adverse effect on near-term earnings but would not be expected to have a
material adverse effect on the financial condition of the Company.

Forward-Looking Statements

Statements relating to the value of the Company’s share of potential future contingent payments related to the
DM&E merger agreement with CP are forward-looking statements and are subject to numerous contingencies and
risk factors. The CP has stated that it may take several years for it to determine whether to construct the PRB
expansion.

Failure to successfully implement an efficient manufacturing operation at either of our new facilities in
Tucson, AZ or Pueblo, CO in a cost effective manner would make it difficult for us to earn an appropriate return on
our investments. Our businesses could be affected adversely by significant increases in the price of steel, concrete,
and other raw materials or the availability of existing and new piling and rail products. Our operating results may
also be affected negatively by adverse weather conditions.

A substantial portion of our operations are heavily dependent on governmental funding of infrastructure
projects. Many of these projects have “Buy America” or “Buy American” provisions. Significant changes in the
level of government funding of these projects could have a favorable or unfavorable impact on our operating results.
Additionally, government actions concerning “Buy America” provisions, taxation, tariffs, the environment, or other
matters could impact our operating results,

A significant portion of our Construction segment net sales and profits were related to the purchase and resale
of products procured from Chaparral Steel Company, previously our primary supplier of steel sheet piling and
bearing pile. In September 2007, Chaparral finalized its agreement to be acquired by Gerdau Ameristeel
Corporation. If we are unable to continue to distribute the products of Gerdau Ameristeel Corporation, our results
of operations and liquidity could be adversely affected. The Company does not believe there will be an effect on our
existing relationship.
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We caution readers that various factors could cause our actual results to differ materially from those indicated
by forward-looking statements made from time to time in news releases, reports, proxy statements, registration
statements and other written communications (including the preceding sections of this Management’s Discussion
and Analysis), as well as oral statements, such as references made to our future profitability, made from time to time
by our representatives. For a discussion of some of the specific risk factors that may cause such differences, see
Note 1 to the Consolidated Financial Statements, and the disclosures under Market Risks, and Form 10-K, Part I,
Item 1A.

Except for historical information, matters discussed in such oral and written communications are forward-
looking statements that involve risks and uncertainties, including but not limited to general business conditions, the
availability of material from major suppliers, labor disputes, the impact of competition, the seasonality of our
business, the adequacy of internal and external sources of funds to meet financing needs, our ability to curb our
working capital requirements, taxes, inflation and governmental regulations. Sentences containing words such as
“believes,” “intends,” “anticipates,” “expects,” or “will” generally should be considered forward-looking
statements.

/s/  David J. Russo

David 1. Russo

Senior Vice President,
Chief Financial Officer,
and Treasurer

/s/ Linda K. Patterson

Linda K. Patterson
Controller

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The Company does not purchase or hold any derivative financial instruments for trading purposes. The
Company uses derivative financial instruments to manage interest rate exposure on variable-rate debt, primarily by
using interest rate collars and variable interest rate swaps. The Company’s primary source of variable-rate debt
comes from its revolving credit agreement. In conjunction with the Company’s debt refinancing in 2002, the
Company discontinued cash flow hedge accounting treatment for its interest rate collars and has applied mark-to-
market accounting prospectively.

During 2005, the Company had one LIBOR-based interest rate collar agreement remaining. This agreement,
which became effective in March 2001 and expired in March 2006, had a notional value of $15.0 million, a
maximum annual interest rate of 5.60% and a minimum annual interest rate of 5.00%. On March 6, 2005, the
counterparty to the agreement exercised its option to convert the collar to a one-year, fixed-rate instrument with
interest payable at an annual rate of 5.49%.

With the debt refinancing in 2002, the collar agreements were not deemed to be an effective hedge of the new
credit facility in accordance with the provisions of SFAS No. 133, “Accounting for Derivative Instruments and
Hedging Activities” (SFAS 133). However, the Company retained these instruments as protection against interest
rate risk associated with the new credit agreement and the Company recorded the mark-to-market adjustments on
these instruments in its consolidated statements of operations. The remaining interest rate collar expired in March
2006. For the year ended December 31, 2006 and 2005, the Company recognized income of $29,000 and
$0.4 million, respectively, to adjust these instruments to fair value.

At contract inception, the Company designates its derivative instruments as hedges. The Company recognizes
all derivative instruments on the balance sheet at fair value. Fluctuations in the fair values of derivative instruments
designated as cash flow hedges are recorded in accumulated other comprehensive income and reclassified into
earnings as the underlying hedged items affect earnings. To the extent that a change in interest rate derivative does
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not perfectly offset the change in value of the interest rate being hedged, the ineffective portion is recognized in
earnings immediately,

The Company is not subject to significant exposures to changes in foreign currency exchange rates. The
Company will, however, manage its exposure to changes in foreign currency exchange rates on firm sale and
purchase commitments by entering into foreign currency forward contracts. The Company’s risk management
objective is to reduce its exposure to the effects of changes in exchange rates on these transactions over the duration
of the transactions.

During 2004, the Company entered into commitments to sell Canadian funds based on the anticipated receipt
of Canadian funds from the sale of certain rail through March 2006. During the fourth quarter of 2004, the Company
determined that the receipt of Canadian funds would not coincide with the sale commitments and the Company
recorded a $0.2 million loss to record these commitments at market. The remaining Canadian sell commitment was
executed on September 30, 2005 at a loss of $0.1 million. During 2005, the Company recognized income of
$0.1 million to adjust these commitments to fair value.

During 2006, the Company entered into commitments to sell Canadian funds based on the anticipated receipt
of Canadian funds from the sale of certain rail commencing in the second quarter of 2007 through the third quarter
of 2008. The fair value of these instruments was a liability of $0.2 million and an asset of $0.1 million as of
December 31, 2007 and 2006, respectively. The liability is recorded in “Other Accrued Liabilities.”” The current
portion of the asset is recorded in “Other Current Assets” and the noncurrent portion is recorded in “Other Assets.”
During 2007, three of these Canadian sell commitments were executed at a loss of $34,000,
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Report of Independent Registered Public Accounting Firm

Board of Directors and Stockholders
L. B. Foster Company

We have audited the accompanying consolidated balance sheets of L. B. Foster Company and Subsidiaries as
of December 31, 2007 and 2006, and the related consolidated statements of operations, stockholders’ equity and
cash flows for each of the three years in the period ended December 31, 2007. Our audits also included the financial
statement schedule listed in the Index at Item 15. These financial statements and schedule are the responsibility of
the Company’s management. Our responsibility is to express an opinion on these financial statements and schedule
based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of L. B. Foster Company and Subsidiaries at December 31, 2007 and 2006, and
the consolidated results of their operations and their cash flows for each of the three years in the period ended
December 31, 2007 in conformity with U.S. generally accepted accounting principles. Also, in our opinion, the
related financial statement schecule, when considered in relation to the basic financial statements taken as a whole,
presents fairly in all material respects the information set forth therein.

As discussed in Note 1 1o the consolidated financial statements, effective January 1, 2007, the Company
adopted the provisions of FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes —an
Interpretation of FASB Statement No. 109, and effective January 1, 2006, the Company adopted the provisions
of Statement of Financial Accounting Standards No. 123(R), Share-Based Payment. As discussed in Note 16 to the
consolidated financial statements, effective December 31, 2006, the Company adopted the provisions of Statement
of Financial Accounting Standards No. 158, Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans — an amendment of FASB Statements No. 87, 88, 106, and 132(R).

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the effectiveness of L. B. Foster Company’s internal control over financial reporting as of
December 31, 2007, based on criteria established in Internal Control — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission and our report dated March 6, 2008,
expressed an unqualified opinion thereon.

/s/ _Emst & Young LLP
Ernst & Young LLP

Pittsburgh, Pennsylvania
March 6, 2008
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
L. B. Foster Company

We have audited L.B. Foster Company’s internal control over financial reporting as of December 31, 2007,
based on criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (the COSO criteria). L. B. Foster Company’s management is
responsible for maintaining effective internal control over financial reporting and for its assessment of the
effectiveness of internal control over financial reporting in the accompanying Management’s Report on Internal
Control over Financial Reporting appearing in Item 9A Controls and Procedures. Our responsibility is to express an
opinion on the company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, assessing the risk that a material
weakness exists, testing and evaluating the design and operating effectiveness of internal control based on the
assessed risk, and performing such other procedures as we considered necessary in the circumstances. We believe
that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have a material effect on the financial statements,

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, L. B. Foster Company maintained, in all material respects, effective internal control over
financial reporting as of December 31, 2007, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
{United States), the consolidated balance sheets of L. B. Foster Company and Subsidiaries, as of December 31, 2007
and 2006, and the related consolidated statements of operations, stockholders’ equity, and cash flows for each of the
three years in the period ended December 31, 2007 and our report dated March 6, 2008 expressed an unqualified
opinion thereon.

/sf  Emst & Young LLP
Emnst & Young LLP

Pittsburgh, Pennsylvania
March 6, 2008
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L. B. FOSTER COMPANY AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2007 AND 2006

ASSETS

CURRENT ASSETS:

Cash and cash equivalents . . .. .. ...ttt it i e i e
ACCOUNIS TECEIVADIE —— MBL . . . . o vt it it i e e e
IVENIOMIES — ML . . o . o ot s it it et et et e e e e e e e
Current deferred 1ax a888LS . . . . . . . .. ittt e e e e
L0115 g oA Lo 1 1L Lot
Property held for resale . . .. ... L e e
Prepaid inCOme [aX . . .. ..ot e

Total Current ASSElS . . . . . ottt e it e e e e e
PROPERTY, PLANT AND EQUIPMENT — NET. . . .. ... ... ... it

OTHER ASSETS:

GoodwWill . . .. e e e e e e e e e
Other intangibles — net . . . . ... L e
T2t 14 1= 11
DefeITed A ASSEIS . . o it ittt e e e e e e e e e e
L 11Tt B Y- -3

Total OTher ASSEIS . - .\ v vt e e et e e e e e e e e e e e e e e
TOTAL ASSE TS . . .t i s e e e

LIABILITIES AND STOCKHOLDERS® EQUITY

CURRENT LIABILITIES:

Current maturities of long-term debt . . . . .. . s
Short-term DBOTTOWIRES - . . . . ottt e i i i e e it a s
Accounts payable —trade . . ... ... i e e
Accrued payroll and employee benefits . . ... ... ... o i
Current deferred tax Habilities. . . .. . .. .. i e e
Other accrued labilities . . . .. ... ... e
Current liabilities of discontinued operations . ... ... . ... ... . i it e
Total Current Liabilities . . . .. oo o e e
LONG-TERM DEBT, REVOLVING CREDIT FACILITY . . ... ... .......... ... ......
LONG-TERM DEBT, TERM LOAN . .. .. ... . e i e aas
OTHER LONG-TERM DEBT . .. ... .. ... i i e ey
DEFERRED TAX LIABILITIES . ... ... ... .. . e
OTHER LONG-TERM LIABILITIES . . . ... ... ... . .. . . i

COMMITMENTS AND CONTINGENT LIABILITIES (Note 17}

STOCKHOLDERS’ EQUITY:

Common stock, issued 10,915,045 shares in 2007 and 10,538,495 sharesin 2006. . ...........
Paid-in capital. . . ... e e e e
Retained earmings . . ... .. iu it e e e e
Accumlated other comprehensive 10SS . .. . .. . L L e e e e e
Total Stockholders” Equity . .. .. v i e e

TOTAL LIABILITIES AND STOCKHOLDERS'EQUITY . . ...... ... ... ... ... . ...

See Notes to Consolidated Financial Statements.
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2007 2006
In thousands
$121,097 § 1,309

53,610 61,550
102,447 99,803
3,615 2,653
1,131 1,133
2,497 —_
— 836
284,397 167,284
44,136 49,919
350 350
50 62
— 16,676
1,411 1,149
428 393
2,239 18,630
$330,772  $235,833
2007 2006
In thousands, except
share data
$ 6,19 $ 3,105
— 726
53,489 57,446
11,490 6,892
3,541 3,203
8,841 4,833
200 235
83,752 76,440
— 39,161
16,190 —
11,866 15,112
1,638 1,853
3,500 5,234
109 105
45,147 39,696
169,314 58,843
(744) (611)
213,826 98,033
$330,772  $235,833




L. B. FOSTER COMPANY AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS FOR
THE THREE YEARS ENDED DECEMBER 31, 2007

2007 2006 2005

In thousands, except per share data
NET SALES ... e $ 508,981 $389,788  $325,990
COSTS AND EXPENSES:
Costof goods sold. ... ... .. e 432,598 338,197 289,201
Selling and administrative eXpenses . . ... ... ... 37,403 33,657 28,579
Interest expense — net of capitalized interest of $32 in 2007, $501 in

2006 and $152in 2005 .. ... e 4,031 3,390 2,472

Dividend income . . ... .. ... .. . e (9,214) {990) {990)
Gain on sale of DM&E investment. . . ............ ... . ..c...... (122,885 — —
INterest INCOME . . . .. vttt ittt et e e e e e (1,196) €)) (
Other iNCOME . . ...\ttt e e e e e as (267) (251) (295)

340,470 373,999 318,966

INCOME FROM CONTINUING OPERATIONS, BEFORE

INCOME TAXES. . ... . i e 168,511 15,789 7,024
INCOME TAXEXPENSE. .. ... ... ... ... .. ... ... ... .. ... 57,187 5,074 2,176
INCOME FROM CONTINUING OPERATIONS .. .............. 110,724 10,715 4,848

DISCONTINUED OPERATIONS:
(LOSS) INCOME FROM DISCONTINUED OPERATIONS,

BEFORE INCOME TAXES. . ............... ... ... ... ... (47) 3,153 714
INCOME TAX (BENEFIT) EXPENSE . . .. .................... (16) 338 128
(LOSS) INCOME FROM DISCONTINUED OPERATIONS . .. .. .. (31) 2,815 586
NETINCOME. . .. ... s $110,693 § 13530 §$ 5434
BASIC EARNINGS PER COMMON SHARE:

FROM CONTINUING OPERATIONS .. ... ................. $ 1039 $ 103 $ 048

FROM DISCONTINUED OPERATIONS .. ............. ... .. (0.00) 0.27 0.06
BASIC EARNINGS PER COMMON SHARE ... ............... $ 1039 § 130 § 0.54
DILUTED EARNINGS PER COMMON SHARE:

FROM CONTINUING OPERATIONS ...................... $ 1009 $ 099 § 046

FROM DISCONTINUED OPERATIONS ... ................. (0.00) 0.26 0.06
DILUTED EARNINGS PER COMMON SHARE. . .............. $ 1009 § 125 § 052

See Notes to Consolidated Financial Statements.
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L. B. FOSTER COMPANY AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS FOR
THE THREE YEARS ENDED DECEMBER 31, 2007

2007 2006 2005
In thousands

CASH FLOWS FROM OPERATING ACTIVITIES:
Income from continuing operations. . .. .. ... oottt ittt e $110,724 $ 10,715 § 4,848
Adjustments to reconcile net income 10 net cash

used by operating activities:

Gain on sale of DM&E investment . . . . ... ottt e e e e e (122,885) —_ —
L (g T T o0 TRl T (1,102) (2.245) 1,318
Stock option tax benefit. . . .. .. ... L e — — 257
Excess tax benefit from share-based compensation .. ........................ (3,145) (2,088) —
Depreciation and amortization . .. .. ....... ...ttt i 8,622 6,144 4,771
Loss (gain) on sale of property, plant and equipment. . .. ... .................. 33 (45) (182)
Stock-based compensation . ... .. ... .. 115 202 —
Unrealized gain on derivative mark-to-market. . .. ..., .. .. ... . ... ... ..., (34) 29 (579)
Change in operating assets and liabilities;
Accounts reccivable . . ... .. e i e e 7,940 (16,109) (9,153)
LA 114 o (2,644) (32,759) (26,822)
(0705 Tc ol 1) ¢ 151 1L 3.1 .S O PP (93) (334) 83
Prepaid income laXes. . . .. ..t e e e 3,981 1,834 211
L0310 g T 1 ot by g 1=l T3 O {9,202y (1,182 (L,110)
Accounts payable —trade . ... ... ... .. e e e e (3,957) 16,359 14,344
Accrued payroll and employee benefits . . .. ... ... L 4,598 1,017 2,567
Other current liabtlities . . .. ... ... . i e e e e 3,968 1,055 2,044
Other liabilities. . . . ... i e e e e e e e (1,977) 2429 370
Net Cash Used by Continuing Operations .. .......... it it ernneans (5,058) (15,036) (7,033)
Net Cash (Used) Provided by Discontinued Operations .. ..................... (66) 1,381 3,180
Net Cash Used by Operating Activities . .. ... .. ... .. ... i, (5.124) (13,655) (3,853)
CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from the sale of property, plant and equipment . . . .. ... ... ..., 18 133 4,541
Proceeds from the sale of DM&E investment. . . ... ... vu i iniin i rnnrenasn 148,775 — —
Capital expenditures on property, plant and equipment ... ............ ... ....... (5,263) (17,010 (15,061)
Net Cash Provided (Used) by Continuing Investing Activities. . .. . .............. 143,530 (16,877) (10,520)
Net Cash Provided by Discontinued Investing Activities ... ................... — 5,330 —
Net Cash Provided (Used) by Investing Activities . . .. ......... ... inuann 143,530  (11,547) (10,520}
CASH FLOWS FROM FINANCING ACTIVITIES:
(Repayments) proceeds of revolving credit agreement borrowings .. ............... (39.161) 18,313 6,736
Proceeds from long-term debt, term loan. . . ... ... ... ... 20,000 —_ —
Repayments of long-term debt, term loan . . . ... ... .. L. (953) — —
(Repayments) proceeds from short-term borrowings . . ... ... .ot enen., (726) (5,395) 4,708
Proceeds from exercise of stock options and stock awards. . . .................... 2,195 1,937 738
Excess tax benefit from share-based compensation . . .. ........................ 3,145 2,088 —
{Repayments) proceeds of other long-termdebt . .......... ... .. .. ... . ., (3,118) 7,972 3,507
Net Cash (Used) Provided by Financing Activities . ... ...................... (18,618) 24915 15,689
Net Increase {Decrease) in Cash and Cash Equivalents . .. ... ... ............. 119,788 (287) 1,316
Cash and Cash Equivalents at Beginning of Year . . .......... ... ... ... ... ... 1,309 1,596 280
Cash and Cash Equivalentsat Endof Year .. ....... ... ... ... .. .. ... v, $121,097 § 1,309 § 1,596
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
Interest Paid. . . . ... oo e e e $ 3977 $ 3429 § 2,190
Income Taxes Paid . ... ... 0ttt e e e e $ 51439 % 5934 % 13

During 2007, 2006 and 2005 the Company financed certain capital expenditures totaling $101,000, $298,000
and $3,981,000 respectively, through the execution of capital leases.

. See Notes to Consolidated Financial Statements.
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Balance, January 1, 2005

L. B. Foster Company and Subsidiaries

Consolidated Statements of Stockholders’ Equity
for the Three Years Ended December 31, 2007

Accumulated
Other
Common Paid-in Retained Treasury Comprehensive
Stock Capital Eamings Stock (Loss) Income Total

In thousands, except share and per share data

................ $102  $35,131 $ 39,879 §(654) $(715) $ 73,743

Netincome ............cciiiiiiinnnn.. 5434 5434
Other comprehensive {loss} income net of tax:

Minimum pension liability adjustment. . . . .. .. (183) (183)
Comprehensive income . . .................. 5,251
Issuance of 144,725 Common shares, net of

forfeitures. . . ...... ... ... ... ... ... .. 467 528 995
Balance, December 31,2005 .. ............. 102 35,598 45313 (126) (898) 79,989
Netincome ............... .. coouiunun.. 13,530 13,530
Other comprehensive (loss) income net of tax:

Pension liability adjustment . . .. ........... 192 192

Unrealized derivative gain on cash flow

hedges . ........ .. il 95 95
Comprehensive income .. .................. 13,817
Issuance of 348,750 Common shares, net of

forfeitures. . . . ... ..o, 3 4,098 126 4,227
Balance, December 31,2006 ............... 105 39,696 58,843 _ (611) 98,033
NetinCome .. ..ot iinn e innenns 110,693 110,693
Other comprehensive (loss) income net of tax:

Pension liability adjustment . . .. ... ......, . 72 72

Unrealized derivative loss on cash flow

hedges ......... ... ... ... .. (205) (205)
Comprehensive income . ... .......,......... 110,560
Adjustment to initally adopt FASB Interpretation

No.48 ..o e (222) (222)
Issuance of 376,550 Common shares, net of

forfeitures. . ....... ... .. ... .. . ... 4 5,451 5,455
Balance, December 31,2007 ... ............ $109 845,147 $169314 $ — $(744) $213,826

See Notes to Consolidated Financial Statements.
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Note 1.
Summary of Significant Accounting Policies
Basis of financial statement presentation

The consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries.
All significant inter-company transactions have been eliminated. The term “Company” refers to L. B. Foster
Company and its subsidiaries, as the context requires.

Cash and cash equivalents

The Company considers cash and other instruments with maturities of three months or less, when purchased, to
be cash and cash equivalents.

Cash equivalents principally consist of investments in money market funds at December 31, 2007. The
Company invests available funds in a manner to maximize returns, preserve investment principle and maintain
liquidity while seeking the highest yield available.

The following table summarizes the Company’s investment in money market funds at December 31, 2007:

Cost Fair Value

In thousands
Morgan Stanley Liquidity Fund . .. ... .. ... ..o $ 31,523 $ 31,523
Federated Investors Fund #15 .. ... ... .. . . o i 30,347 30,347
Fidelity Tax Exempt Institutional Funds. . ........... ... ..ot 28474 28,474
BlackRock Munifund #50 . . ... ... ... .. 24,148 24,148

$114,492 $114,492

The above investments are all tax-free money market funds with municipal bond issuances as the underlying
securities all of which maintained AAA credit agency ratings. The carrying amounts approximate fair value because
of the short maturity of the instruments.

Inventories

Inventories are generally valued at the lower of the last-in, first-out (LIFO) cost or market. Approximately 36%
in 2007 and 29% in 2006, of the Company's inventory is valued at average cost or market, whichever is lower. The
reserve for slow-moving inventory is reviewed and adjusted regularly, based upon product knowledge, physical
inventory observation, and the age of the inventory.

Property, plant and equipment

Maintenance, repairs and minor renewals are charged to operations as incurred. Major renewals and better-
ments which substantially extend the useful life of the property are capitalized at cost. Upon sale or other disposition
of assets, the costs and related accumulated depreciation and amortization are removed from the accounts and the
resulting gain or loss, if any, is reflected in income.

Depreciation and amortization are provided on a straight-line basis over the estimated useful lives of 30 to
40 years for buildings and 3 to 10 years for machinery and equipment. Leasehold improvements are amortized over
2 to 7 years which represent the lives of the respective leases or the lives of the improvements, whichever is shorter.
The Company reviews long-lived assets for impairment whenever events or changes in circumstances indicate that
the carrying amount of an asset may not be recoverable.

The Company capitalizes interest costs on long-term assets constructed for its own use. Interest is capitalized
and amortized over the estimated useful lives of those assets. Capitalized interest was approximately $32,000,
$501,000 and $152.000 in 2007, 2006 and 2005, respectively.
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Allowance for doubtful accounts

The allowance for doubtful accounts is recorded to reflect the ultimate realization of the Company’s accounts
receivable and includes assessment of the probability of collection and the credit-worthiness of certain customers.
Reserves for uncollectible accounts are recorded as part of selling and administrative expenses on the Consolidated
Statements of Operations. The Company records a monthly provision for accounts receivable that are considered to
be uncollectible. In order to calculate the appropriate monthly provision, the Company reviews its accounts
receivable aging and calculates an allowance through application of historic reserve factors to overdue receivables.
This calculation is supplemented by specific account reviews performed by the Company’s credit department. As
necessary, the application of the Company’s allowance rates to specific customers are reviewed and adjusted to
more accurately reflect the credit risk inherent within that customer relationship.

Goodwill and other intangible assets

In accordance with Financial Accounting Standards (SFAS) No. 142, “Goodwill and Other Intangible Assets™,
goodwill is tested annually for impairment, or more often if there are indicators of impairment. The goodwill
impairment test involves comparing the fair value of a reporting unit to its carrying value, including goodwill. If the
carrying amount of the reporting unit exceeds its fair value, a second step is required to measure the goodwill
impairment loss. This step compares the implied fair value of the reporting unit’s goodwill to the carrying amount of
that goodwill. If the carrying amount of the goodwill exceeds the implied fair value of the goodwill, an impairment
loss equal to the excess is recorded as a component of continuing operations. On an ongoing basis (absent any
impairment indicators), the Comipany performs its annual impairment tests during the fourth quarter. The Company
has performed its impairment testing in the fourth quarter of 2007, 2006 and 2005 and determined that goodwill was
not impaired. The carrying amount of goodwill at December 31, 2007 and 2006 was $350,000 and attributable to the
Construction segment.

As required by SFAS 142, the Company reassessed the useful lives of its identifiable intangible assets and
determined that no changes were required. As the Company has no indefinite lived intangible assets, all intangible
assets are amortized over their useful lives ranging from 5 to 10 years, with a total weighted average amortization
period of less than seven years. The components of the Company’s intangible assets are as follows:

December 31, 2007 December 31, 2006

Gross Gross
Carrying Accumulated Carrying Accumulated
Amount Amortization Amount Amortization

In thousands

Non-compete agreements, .. .. .............. $350 $(350) $350 $(350)
Patents .. ... ..ot e e 125 (75) 125 (63)
Total .. ... ... .. $475 $(425) $475 $(413)

Amortization expense for the year ended December 31, 2007 was $13,000. Amortization expense for each year
ended December 31, 2006 and 2005 was approximately $83,000. Annualized amortization expense is expected to
be $13,000 through 2011.

Environmental remediation and compliance

Environmental remediation costs are accrued when the liability is probable and costs are estimable. Envi-
ronmental compliance costs, which principally include the disposal of waste generated by routine operations, are
expensed as incurred. Capitalized environmental costs are depreciated, when appropriate, over their useful life.

Earnings per share

Basic earnings per share is calculated by dividing net income by the weighted average of common shares
outstanding during the year. Diluted earnings per share is calculated by using the weighted average of common
shares outstanding adjusted to include the potentially dilutive effect of outstanding stock options utilizing the
treasury stock method.
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Revenue recognition

The Company’s revenues are composed of product sales and products and services provided under long-term
contracts. For product sales, the Company recognizes revenue upon transfer of title to the customer. Title generally
passes to the customer upon shipment. Revenue is reported net of freight for sales from stock inventory and direct
shipments. Freight recorded for the years ended December 31, 2007, 2006 and 2005 amounted to $19,219,000,
$16,262,000 and $15,185,000, respectively. Revenues for products and services under long-term contracts are
generally recognized using the percentage-of-completion method based upon the proportion of actual costs incurred
to estimated total costs. For certain products, the percentage of completion is based upon actual labor costs to
estimated total labor costs.

As certain long-term contracts extend over one or more years, revisions to estimates of costs and profits are
reflected in the accounting period in which the facts that require the revisions become known. Atthe time a lossona
contract becomes known, the entire amount of the estimated loss is recognized immediately in the financial
statements. The Company has historically made reasonably accurate estimates of the extent of progress towards
completion, contract revenues, and contract costs on its long-term contracts. However, due to uncertainties inherent
in the estimation process, actual results could differ materially from those estimates.

Revenues from contract change orders and claims are recognized when the settlement is probable and the
amount can be reasonably estimated. Contract costs include all direct material, labor, subcontract costs and those
indirect costs related to contract performance. Costs in excess of billings, and billings in excess of costs are
classified as a current asset,

Fair value of financial instruments

The Company’s financial instruments consist of accounts receivable, accounts payable, short-term and long-
term debt, foreign currency forward contracts and interest rate agreements.

The carrying amounts of the Company’s financial instruments at December 31, 2007 and 2006 approximate
fair value.

Use of estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting principles
requires management to make estimates and assumptions that affect the amounts reported in the financial
statements and accompanying notes. Actual results could differ from those estimates.

Stock-based compensation

Effective January 1, 2006, the Company adopted the provisions of SFAS No. 123(R), “Share-Based Payment”
and related interpretations (SFAS No. 123R) using the modified prospective method and accordingly did not restate
prior period results. Under SFAS No. 123R, share-based compensation cost is measured at the grant date based on
the calculated fair value of the award. The expense is recognized over the employees’ requisite service period,
generally the vesting period of the award.

As a result of adopting SFAS No. 123R, the Company recorded stock compensation expense of $115,000 and
$202,000 for the years ended December 31, 2007 and 2006, respectively. The related deferred tax benefits were
$45,000 and $65,000, respectively.

At December 31, 2007, there was $129,000 of compensation expense related to nonvested awards which is
expected to be recognized over a weighted-average period of 1.2 years. At December 31, 2006, there was $237,000
of compensation expense related to nonvested awards which was expected to be recognized over a weighted-
average period of 2.1 years.

Prior to the adoption of SFAS No. 123R, the Company accounted for stock options to employees using the
intrinsic value method in accordance with Accounting Principles Board Opinion (APB) No. 25, “Accounting for
Stock Issued to Employees”, and related interpretations. We also provided the disclosures required under
SFAS No. 123, “Accounting for Stock-Based Compensation” (SFAS No. 123), as amended by SFAS No. 148,
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“Accounting for Stock-Based Compensation — Transition and Disclosures”. As a result, no expense was reflected
in net income for the year ended December 31, 2005.

The table below reflects pro forma net income and earnings per share for the period shown had compensation
for stock options been determined based on the fair value at the grant date, consistent with the methodology
prescribed under SFAS No. 123.

Year Ended December 31, 2005
In thousands, except per share amounts
Net income, asreported . . ..... ... ... ... ... ...c...... $5,434

Deduct: Total stock-based employee compensation expense
determined under fair value method for all awards, net of

related tax effects. .. ........ . ... ... ... . ... . ... ... 199
Pro forma net income . . ... .. ... e $5,235
Earnings per share Basic,asreported .. ... .............. .. $ 0.54

Basic,proforma ............ .. . .. $ 052

Diluted, asreported .. .............. ... .. ... ..., $ 0.52

Diluted,proforma .. ................ ... . ... ....... $ 049

Derivative financial instruments and hedging activities

The Company does not purchase or hold any derivative financial instruments for trading purposes. The
Company uses derivative financial instruments to manage interest rate exposure on variable-rate debt, primarily by
using interest rate collars and variable interest rate swaps. The Company’s primary source of variable-rate debt
comes from its revolving credit agreement. In conjunction with the Company’s debt refinancing in 2002, the
Company discontinued cash flow hedge accounting treatment for its interest rate collars and has applied mark-to-
market accounting prospectively.

During 2005, the Company had one LIBOR-based interest rate collar agreement remaining. This agreement,
which became effective in March 2001 and expired in March 2006, had a notional value of $15.0 million, a
maximum annual interest rate of 5.60% and a minimum annual interest rate of 5.00%. On March 6, 2005, the
counterparty to the agreement exercised its option to convert the collar to a one-year, fixed-rate instrument with
interest payable at an annual rate of 5.49%.

With the debt refinancing in 2002, the collar agreements were not deemed to be an effective hedge of the new
credit facility in accordance with the provisions of SFAS No. 133, “Accounting for Derivative Instruments and
Hedging Activities” (SFAS 133). However, the Company retained these instruments as protection against interest
rate risk associated with the new credit agreement and the Company recorded the mark-to-market adjustments on
these instruments in its consolidated statements of operations. The remaining interest rate collar expired in March
2006. For the years ended December 31, 2006, and 2005, the Company recognized income of $29,000 and
$377.000, respectively, to adjust these instruments to fair value.

At contract inception, the Company designates its derivative instruments as hedges. The Company recognizes
all derivative instruments on the balance sheet at fair value. Fluctuations in the fair values of derivative instruments
designated as cash flow hedges are recorded in accumulated other comprehensive income and reclassified into
earnings as the underlying hedged items affect earnings. To the extent that a change in interest rate derivative does
not perfectly offset the change in value of the interest rate being hedged, the ineffective portion is recognized in
eamings immediately.

The Company is not subject to significant exposures to changes in foreign currency exchange rates, The
Company will, however, manage its exposure to changes in foreign currency exchange rates on firm sale and
purchase commitments by entering into foreign currency forward contracts. The Company’s risk management
objective is to reduce its exposure to the effects of changes in exchange rates on these transactions over the duration
of the transactions,
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During 2004, the Company entered into commitments to sell Canadian funds based on the anticipated receipt
of Canadian funds from the sale of certain rail through March 2006. During the fourth quarter of 2004, the Company
determined that the receipt of Canadian funds would not coincide with the sale commitments and the Company
recorded a $202,000 loss to record these commitments at market. The remaining Canadian sell commitment was
executed on September 30, 2005 at a loss of $130,000. During 2005, the Company recognized income of $72,000 to
adjust these commitments to fair value.

During 2006, the Company entered into commitments to sell Canadian funds based on the anticipated receipt
of Canadian funds from the sale of certain rail commencing in the second quarter of 2007 through the third quarter
of 2008. The fair value of these instruments was a liability of $172,000 and an asset of $146,000 as of December 31,
2007 and 2006, respectively. The liability is recorded in *Other Accrued Liabilities.” The current portion of the asset
is recorded in “Other Current Assets” and the noncurrent portion is recorded in “Other Assets” During 2007, three
of these Canadian sell commitments were executed at a loss of $34,000.

Reclassification

Certain items previously reported as “other income/expense” have been reclassified in more detail to conform
to the 2007 presentation. The reclassifications did not affect the net income or cash flows of the Company.

Product Liability

The Company maintains a current liability for the repair or replacement of defective products. For certain
manufactured products, an accrual is made on a monthly basis as a percentage of cost of sales. For long-term
construction products, a liability is established when the claim is known and quantifiable. The product liability
accrual is periodically adjusted based on the identification or resolution of known individual product liability
claims. At December 31, 2007 and 2006, the product liability was $1,886,000 and $1,585,000, respectively.

Asset retirement ebligations

During the fourth quarter of 2003, in connection with the completion of the refurbishment and the extension of
the lease of the Grand Island, NE facility the Company recorded a liability for Asset Retirement Obligations (ARO)
of approximately $212,000. During the fourth quarter of 2006, the Company recorded a liability of approximately
$449,000 for an ARO in connection with the completion of the Tucson, AZ concrete railroad tie facility.

A reconciliation of our liability for ARQO’s at December 31, 2007 and 2006, which is recorded in “Other
Long-Term Liabilities,” is as follows:

2007 2006
In thousands
Asset retirement obligation at beginning of year . . ... ... ... L oo 5676 3212
Liabilities InCUITed . . .. . . oot e e e e — 449
ACCTELION EXPENSE . . o oot v vt e e ittt i a e et e e it _41 15
Asset retirement obligation atend of year. .. .. ... .. o Lo oo $717  $676

Income Taxes

The Company makes judgments regarding the recognition of deferred tax assets and the future realization of
these assets. As prescribed by SFAS No. 109, “Accounting for Income Taxes” (SFAS 109), valuation allowances
must be provided for those deferred tax assets for which it is more likely than not (a likelihood more than 50%) that
some portion or all of the deferred tax assets will not be realized. SFAS 109 requires the Company to evaluate
positive and negative evidence regarding the recoverability of deferred tax assets. Determination of whether the
positive evidence outweighs the negative and quantification of the valuation allowance requires the Company to
make estimates and judgments of future financial results.

In July 2006, the Financial Accounting Standards Board (FASB) issued FASB Interpretation No. 48,
“Accounting for Uncertainty in Income Taxes — an interpretation of FASB Statement No. 109” (FIN 48). This
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[nterpretation, adopted by the Company on January 1, 2007, applies to all open tax positions accounted for in
accordance with SFAS 109. This Interpretation is intended to result in increased relevance and comparability in
financial reporting of income taxes and to provide more information about the uncertainty in income tax assets and
liabilities. The Company accrues interest and penalties related to unrecognized tax benefits in its provision for
income taxes.

New accounting pronouncements

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements,” (SFAS 157). SFAS 157
defines fair value, establishes a framework for measuring fair value in accounting principles generally accepted in
the United States, and expands disclosures about fair value measurements. SFAS 157 does not reguire any new fair
value measurements, rather it applies under existing accounting pronouncements that require or permit fair value
measurements. SFAS 157 is effective for fiscal years beginning after November 15, 2007, The adoption of this
standard is not expected to have a significant effect on our financial position or results of operations.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial
Liabilities, Including an Amendment of SFAS No. 115,” (SFAS 159). SFAS 159 permits entities to measure eligible
financial assets, financial liabilities and firm commitments at fair value, on an instrument-by-instrument basis, that
are otherwise not permitted to be accounted for at fair value under other accounting principles generally accepted in
the United States. The fair value measurement election is irrevocable and subsequent changes in fair value must be
recorded in earnings. SFAS 159 is effective for fiscal years beginning after November 15, 2007. The adoption of this
standard will not have a significant effect on our financial position or results of operations.

In December 2007, the FASB issued SFAS No. 141(R), “Business Combinations,” {(SFAS 141R) which
replaces SFAS No. 141. SFAS 141R retains the purchase method of accounting for acquisitions, but requires a
number of changes, including changes in the way assets and liabilities are recognized in the purchase accounting. It
also changes the recognition of assets acquired and liabitities assumed arising from contingencies, requires the
capitalization of in-process research and development at fair value, and requires the expensing of acquisition-
related costs as incurred. SFAS 141R is effective for business combinations for which the acquisition date is on or
after the beginning of the first fiscal year beginning after December 15, 2008. The Company will adopt the
provisions of this standard beginning January 1, 2009.

Note 2.
Accounts Receivable

Accounts Receivable at December 31, 2007 and 2006 are summarized as follows:

2007 2006
In thousands
Trade . .o e e $54,360  $61,943
Allowance for doubtful accounts . . . ... .., ... ... . .. L. e (1,504) (1,172)
Other L. e 754 779

$53,610  $61,550

Bad debt expense (income) was $279,000, $262,000 and $(69,000) in 2007, 2006 and 2005, respectively.
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The Company’s customers are principally in the Rail, Construction and Tubular segments of the economy. As
of December 31, 2007 and 2006, trade receivables, net of allowance for doubtful accounts, from customers in these
markets were as follows:

2007 2006
In thousands
Rail . . e e $18,455  $21,292
L0703 T o1 1) 1 P 30,864 35,516
TubBlar. . . o e e e e e e e e 3,455 2,143

$52,774  $58,951

Credit is extended on an evaluation of the customer’s financial condition and generally collateral is not
required.
Note 3.
Inventories

Inventories at December 31, 2007 and 2006 are summarized as follows:

2007 2006
In thousands

Finished goods . . .. ... .. s $ 92962 % 84,578
WOTK-IN-PrOCESS o\ v vt v vr e et e e et e et e e e e 5,121 6,397
Raw Materials . o .o ottt e et et et e et e e e 16,786 18,297
Total inventories at CUMTENt COSIS . . v ot v v vttt et vt e e i a et s arame e 114,869 109,272
Less:

Current cost over LIFO stated values . . ... ... ... ... ............. (8,605) (7,142)

Inventory valuation TESEIVE . ... ... ... tu it {3,817 (2,327

$102,447 $ 99,803

At December 31, 2007 and 2006, the LIFO carrying value of inventories for book purposes exceeded the LIFO
value for tax purposes by approximately $11,877,000 and $11,290,000, respectively. During 2007, 2006 and 2003,
liquidation of LIFO layers carried at costs that were lower than current purchases resulted in a decrease to cost of
goods sold of $123,000, $4,000, and $26,000, respectively.

Note 4.
Property Held for Resale

Property held for resale at December 31, 2007 and 2006 consists of the following:

2007 2006

In thousands
Land . ... e e e e e e e $2,i714  $—
Improvements to land . . ... .. ... e 3,087 —
Buildings .. ... .. e 794 —

6,055 —
Less accumulated depreciation and amortization . . .. . ...... ... .. . 0. (3,558) —
Property held forresale . .. ... ... ... 0. oo $2497 $—

In December 2007, the Company entered into a preliminary agreement to sell approximately 63 acres of real
estate located in Houston, TX used primarily by the Company’s Tubular products segment and reclassified these
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assets as “property held for resale” under SFAS No. 144 “Accounting for the Impairment or Disposal of Long-Lived
Assets.” The purchase price of the real estate is approximately $6,500,000.

Upon the closing, the Company plans to lease back from the purchaser approximately 20 acres of the real estate
for a ten year term at a monthly rental rate of $1,000 per acre with annual 3% increases. The lease is a “net” lease
with the Company being responsible for taxes, maintenance, insurance and utilities. It is anticipated that the
Company will use the leased property for its threaded product operations.

This transaction closed on March 3, 2008.

Note 5.
Discontinued Operations

In February 2006, the Company sold substantially all of the assets of its Construction segment’s Geotechnical
division for $4,000,000 plus the net asset value of the fixed assets, inventory, work in progress and prepaid items,
resulting in a gain of approximately $3,005,000. The operations of the division qualified as a “component of an
entity” under Statement of Financial Accounting Standards No. 144 “Accounting for the Impairment or Disposal of
Long-Lived Assets” and thus, the operations were reclassified as discontinued and 2005 was reclassified to conform
with this presentation. Future expenses are expected to be immaterial.

Net sales and income from discontinued operations were as follows:

2007 2006 2005
In thousands
NEL SAlES . .ttt e e e e e s $— 33669 $27494
(Loss) income from discontinued operations (including a pretax gain on
disposal of $3,005,000). . . ... ... . L $(47) $3,153 § 714
Income tax (benefit) expense . ....... ... . ... ... e (16) 3138 128
{Loss) income from discontinued operations .. ................... $(31) $28i5 § 586

The following table details balance sheet information for discontinued operations:

2007 2006
En thousands

Current Liabilities

Accounts payable-trade. . . .. .. ... ... e e $— $85
Other accrued liabilities . . . . .. ... i e e _200 150
Total Current Liabilities - . . ... ... e 200 235
Net liabilities of discontinued operations. . .. .. ... ... ... . . e ienan. $2=(}0 Hﬁ




Note 6.
Property, Plant and Equipment

Property, plant and equipment at December 31, 2007 and 2006 consists of the following:

2007 2006
In thousands
Land .. e e e $ 2,756 § 4,930
Improvements to land and leaseholds. . .. ... ... ... ... ... . ... ...l 17,742 17,565
Buildings . . ... .. e 7,191 8,062
Machinery and equipment, including equipment under capitalized leases . . ... 65,242 63,181
ConStruction i PrOZIESS . . . oo vttt i i a et i ame e i nn e 658 1,339

93,589 95,077

Less accumulated depreciation and amortization, including accumulated
amortization of capitalized leases. . .......... ... .. ... ... i 49,453 45,158

$44,136  $49.919

Depreciation expense, including amortization of assets under capital leases, for the years ended December 31,
2007, 2006 and 2005 amounted to $8,610,000, $6,062,000, and $4,688,000, respectively.

Note 7.
Other Assets and Investments

The Company maintained investments in the stock of the Dakota, Minnesota & Eastern Railroad Corporation
{DM&E). In September 2007, the DM&E announced it had entered into an Agreement and Plan of Merger under
which an indirect, wholly owned subsidiary of the Canadian Pacific Railway Limited (CP} would be merged in the
DM&E, with the DM&E being the surviving corporation. As a result of the announcement of the merger agreement,
the Company recognized incremental dividend income of approximately $8,472,000.

In October 2007, this merger was consummated. In exchange for our DM&E preferred stock, warrants,
comemon stock and accrued dividend income receivable, the Company received approximately $148,775,000. Of
this amount, approximately $8,993,000 represented a return of principal, approximately $16,897,000 represented
dividends and approximately $122,885,000 represented a pre-tax gain which was recorded at closing. The pre-tax
gain is net of the fully reserved approximaiely $2,146,000 being held in escrow, until completion of all post-closing
transactions, to secure certain of the DM&E’s obligations.

This investment was recorded at its historical cost at December 31, 2006 of $8,993,000 and was comprised of
$193,000 of DM&E Common stock, $1,500,000 of DM&E Series B Preferred Stock and Common stock warrants,
$6,000,000 in DM&E Series C Preferred Stock and Comimon stock warrants, $800,000 in DM&E Series C1
Preferred Stock and Common stock warrants, and $500,000in DM&E Series D Preferred Stock and Common stock
warrants. The Company recognized dividend income on these issuances of approximately $9,214,000 in 2007 and
$990,000 in 2006 and 2005, respectively. The Company had a receivable for accrued dividend income, recorded
within Investments on the Company’s consolidated balance sheet, on these issuances of $7,683,000 at December 31,
2006,

In December 1998, in conjunction with the issuance of Series C Preferred Stock and warrants, the DM&E
ceased paying dividends on the Series B shares. The terms of the Series B Preferred Stock state in the event that
regular dividends were not paid timely, dividends accrued at an accelerated rate until those dividends were paid. In
addition, penalty interest accrued and compounded annually until such dividends were paid. Subsequent issvances
of Series C, C-1, and D Preferred Stock assumed distribution priority over the previous series. As subsequent
preferred series were issued, the Company, based on its own estimate of future cash flows, stopped recording a
portion of the amount due on all preferred series given the delay in anticipated realization of the receivable and the
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priority of redemption of the various issuances. At December 31, 2006 the unrecorded dividends were approx-
imately $6.974,000.

During 2007, 2006 and 2003, the Company sold rail and piling products to the DM&E in the amount of
$18,701,000, $17,243,000 and $9,488,000, respectively.

Note 8.
Borrowings

On May 5, 2005, the Company entered into the Amended and Restated Revolving Credit and Security
Agreement (Agreement) with a syndicate of three banks led by PNC Bank, N.A. The Agreement provided for a
revolving credit facility of up to $60,000,000 in borrowings to support the Company’s working capital and other
liquidity requirements. In September 2005, the Company’s maximum credit line was increased to $75,000,000
under a first amendment to the Agreement. The Company’s maximum credit line was increased again to
$90,000,000 in July 2007 under a fourth amendment to the Agreement, which also extended the expiration of
the Agreement to May 2011. The revolving credit facility is secured by substantially all of the trade receivables and
inventory owned by the Company. Revolving credit facility availability under the Agreement is limited by the
amount of eligible accounts receivable and inventory, applied against certain advance rates, and are limited to 85%
of eligible receivables and 60% of eligible inventory. Additionally, the fourth amendment established a $20,000,000
term loan that was immediately applied to pay down existing amounts outstanding on the revolving credit facility.
The term loan is being amortized on a term of seven years with a balloon payment on the remaining outstanding
principal due at the maturity of the Agreement, May 201 1. If average availability should fall below $10,000,000
over a 30-day period, the loans become immediately secured by a lien on the Company’s equipment that is not
encumbered by other liens.

Borrowings under the credit facility bear interest at either the base rate or the LIBOR rate plus or minus an
applicable spread based on the fixed charge coverage ratio. Prior to February 2007, the base rate was equal to the
greater of (a) PNC Bank’s base commercial lending rate or (b) the Federal Funds Rate plus .50%. The base rate
spread ranged from negative 1.00% to a positive .50%, and the LIBOR spread ranged from 1.50% to 2.50%. In
February 2007, the Company entered into a third amendment to the Agreement under which revolving credit facility
borrowings placed in LIBOR contracts are priced at prevailing LIBOR rates, plus 1.25%. Borrowings placed in
other tranches are priced at the prevailing prime rate, minus 1.00%. The term loan base rate spread is fixed at minus
0.75% and the LIBOR spread is fixed at plus 1.50%.

The third amendment also permits the Company to use various additional debt instruments to finance capital
expenditures, outside of borrowings under the agreement, limited to an additional $10,000,000, and increases the
Company’s permitted annual capital expenditures to $12,000,000. Under the amended Agreement, the Company
maintains dominion over its cash at all times, as long as excess availability stays over $5,000,000 and there is no
uncured event of default.

The Agreement includes financial covenants requiring a minimum level for the fixed charge coverage ratio and
a maximum level for the consolidated capital expenditures; however, expenditures up to $20,000,000 for plant
construction and refurbishment related to the Company’s concrete tie supply agreement are excluded from these
covenants. The Agreement also includes a minimum net worth covenant and restricts investments, indebtedness,
and the sale of certain assets. As of December 31, 2007 the Company was in compliance with all the agreement’s
covenants.

At December 31, 2007 there were no outstanding borrowings under the revolving credit facility. At
December 31, 2006, there was $39,161,000 of borrowings outstanding under the revolving credit facility, which
was classified as long term, At December 31, 2007, the Company had $19,048,000 outstanding under the term loan
(see Note 9).

At December 31, 2006 and 2005, the weighted average interest rate on borrowings under the agreement was
7.47% and 5.58%. respectively. Under the agreement, the Company had approximately $74,808,000 in unused
borrowing commitment at December 31, 2007.
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The Company’s ability to pay cash dividends is limited by the Agreement. No cash dividends were paid on the
Company’s Common stock during 2007, 2006 or 2005.
Note 9.
Long-Term Debt and Related Matters

Long-term debt at December 31, 2007 and 2006 consists of the following:

2007 2006
In thousands
Revolving credit facility with weighted average interest rate of 7.47% at
December 31, 2006, expiring May 5, 2011. ... ... ... ... .o, $§ — 839,16l
Term Loan with an interest rate of 5.90% at December 31, 2007 payable in
installments with a balloon payment due in May 2011 ................. 19,048 —

Lease obligations payable in installments through 2012 with a weighted
average interest rate of 7.14% at December 31, 2007 and 7.12% at
December 31, 2006 . . .. . i i e e 12,110 14,934

Massachusetts Industrial Revenue Bond with an interest rate of 3.84% at
December 31, 2007 and 3.53% at December 31, 2006, payable March 1,

2 1) 5 2,045 2,045
Citizens Asset Finance Mortgage payable in instalilments through 2011, with a
balloon payment due in 2011, with a fixed interest rate of 7.01% . . ... .. .. 588 680

Pennsylvania Economic Development Financing Authority Tax Exempt Pooled
Bond payable in installments through 2021 with an average interest rate of
3.78% at December 31, 2007 and 3.54% at December 31,2006 .. ........ 331 358

Pennsylvania Department of Community and Economic Development
Machinery and Equipment Loan Fund Payable in installments through 2009

with a fixed interest rate of 3.75% . . . . ... . . e e 125 200
34,247 57,378
Less current MAaturities . . . vt v v et et ee et ir e et e e e e eeee e 6,191 3,105

$28,056  $54,273

Included in current maturities in the above table is $2,857,000 related to the term loan under the Agreement as
discussed in Note 8.

The Massachusetts Industrial Revenue Bond is secured by a $2,085,000 standby letter of credit.

The Pennsylvania Economic Development Financing Authority Tax-Exempt Pooled Bond is secured by a
$359,000 standby letter of credit.

The maturities of long-term debt for each of the succeeding five years subsequent to December 31, 2007 are as
follows:

Year In thousands
2008 . e e e e e e e $ 6,191
2000 . . e e 6,041
2000 . e e e 6,177
.0 1 1 O 12,191
2012 and thereafter . . . ... o e e e e e e 3,647
1] 1 $34,247




Note 110.
Stockholders’ Equity

At December 31, 2007 and 2006, the Company had authorized shares of 20,000,000 in Common stock and
5,000,000 in Preferred stock. No Preferred stock has been issued. The Common stock has a par value of $.01 per
share. No par value has been assigned to the Preferred stock.

No cash dividends on Common stock were paid in 2007, 2006 or 2005.

Note 11.
Accumulated Other Comprehensive Loss

The components of accumulated other comprehensive loss, net of tax, for the years ended December 31, 2007
and 2006, are as follows:;

2007 2006
In thousands
Pension liability adjustment . ... . ... ... e $(634) $(706)
Unrealized derivative (losses) gains on cash flow hedges . ................. .. (110) 95

$(744) $(611)

Note 12.
Stock-Based Compensation
Stock Options/Awards

The Company has three equity compensation plans: The 1985 Long-Term Incentive Plan (1985 Plan), the 1998
Long-Term Incentive Pian for Officers and Directors (1998 Plan) and the 2006 Omnibus Incentive Plan (2006 Plan).
The 1985 Plan expired on January 1, 2005. Although no further awards can be made under the 1985 Plan, prior
awards are not affected by the termination of the Plan.

The 1998 Plan, amended and restated in May 2001, provides for the award of options to key employees and
directors to purchase up to 900,000 shares of Common stock at no less than 100% of fair market value on the date of
the grant. The 1998 Plan provides for the granting of “nonqualified options™ and “incentive stock options” with a
duration of not more than ten years from the date of grant. The Plan also provides that, unless otherwise set forth in
the option agreement, options are exercisable in installments of up to 25% annually beginning one year from date of
grant. An outside director was automatically awarded fully vested, nonqualified stock options to acquire
5,000 shares of the Company’s Common stock on each date the outside director was elected at an annual
shareholders’ meeting to serve as a director. The 1998 Plan was amended in May 2006 to remove the automatic
awarding of options to an outside director.

The 2006 Plan, approved In May 2006, provides for the distribution of 500,000 shares of Common stock
through the granting of stock options or stock awards to key employees and directors at no less than 100% of fair
market value on the date of the grant. The 2006 Plan provides for the granting of “nonqualified options™ with a
duration of not more than ten years from the date of grant. The 2006 Plan also provides that, unless otherwise set
forth in the option agreement, options are exercisable in installments of up to 25% annually beginning one year from
the date of grant. No options have been granted under the 2006 Plan.

At December 31, 2007, 2006 and 2005, Common stock options outstanding under the Plans had option prices
ranging from $2.75 to $14.77, with a weighted average price of $5.52, $5.20 and $5.01 per share, respectively.

The weighted average remaining contractual life of the stock options outstanding for the three years ended
December 31, 2007 are: 2007-4.3 years; 2006-4.5 years; and 2005-5.3 years.
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Options exercised during 2007, 2006 and 2005 totaled 359,050, 331,250 and 134,725 shares, respectively. The
weighted average exercise price per share of these exercised options in 2007, 2006 and 2005 was $4.89, $4.60 and

$4.81, respectively.

The fair value of the Company’s option grants was estimated at the dates of grant using a Black-Scholes
option-pricing model with the assumptions indicated in the table below for the year ended December 31, 2005, The
risk-free rate for the periods within the contractual life of the option is based on the U.S. Treasury yield curve in
effect at the time of grant. The dividend yield was based on the historical dividend yield of the Company’s stock.
Expected volatility was based on historical volatility of the Company stock. The expected term of the options
granted represents the period of time that options granted were expected to be outstanding based on historical option
exercise experience.

Year Ended December 31,

2005
Risk-free IMIErESE TAIE . . . .. v o v v i e et i st e ine s on i amens 4.18%
Dividend yield .. ... . .o e 0.00%
Volatility factor. . ... ... e s 0.26
EXpected LeIML. . . vttt et i e ia e 10 years

There were no stock options granted during 2007 or 2006. The Company granted 55,000 stock options during
2005. The weighted average grant date fair value of these grants was $5.43. The total intrinsic value of options
exercised during the years ended December 31, 2007, 2006 and 2005 was $12,255,000, $6,546,000 and $860,000,

respectively.

Certain information for the three years ended December 31, 2007 relative to employee stock options is
summarized as follows:

2007 2006 2005
Number of shares under
Incentive Plan:
Outstanding at beginning of year ... ................ 708,950  1,042450 1,134,675
Granted . . . ... e e — — 55,000
Canceled . . ... .. o e — (2,250) (12,500)
Exercised . ... ...t e 359,050y  (331,250) (134,725)
Outstanding atend of year . ....... ... .. .. it 349,900 708,950 1,042,450
Exercisable atend of year . .. ... ...t 313,950 643,300 907,975
Number of shares available for future grant:
Beginning of year . . ... . ... . 526,875 42,125 85,125
End of year. . .. ..o iiiin e 509,375 526,875 42,125

The total intrinsic value of options outstanding at December 31, 2007, 2006 and 2005 was $16,170,000,
$14,684,000 and $10,281,000, respectively. The total intrinsic value of options exercisable at December 31, 2007,
2006 and 2005 was $14,701,000, $13,639,000 and $9,381,000, respectively.

The fair value of non-vested options at December 31, 2007, 2006 and 2005 was $183,000, $309,000 and
$531,000, respectively, with weighted average, grant date fair values of $5.10, $4.70 and $3.95, respectively.
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Certain information for the year ended December 31, 2007 relative to employee stock options at respective
exercise price ranges is summarized as follows:

Options Qutstanding Options Exercisable

Number of  Weighted Average Weighted Shares Weighted
Range of Exercise Prices Shares Remaining Life Exercise Price  Exercisable  Exercise Price
$2.75-83.94. . ......... 96,000 3.1 $ 342 96,000 $3.42
$4.10-$5.75. .. ... .. .. 166,500 39 4.82 166,500 4.82
$6.00-3897........... 39,500 5.9 7.93 50,000 7.91
$9.29-81477.......... 27,900 7.4 11.75 1,450 9.30

349,900 43 $ 5.52 313,950 $4.90

Shares issued as a result of stock option exercise generally will be from authorized but previously unissued
common stock.

Restricted Stock Awards

The 2006 Plan provides for the award of up to 500,000 shares of Common stock through the granting of stock
options or stock awards to key employees and directors. The awards will be fully vested at the end of the two year
period commencing from the date of the grant, uniess otherwise determined by the underlying restricted stock
agreement. The fair value of each award is equal to the fair market value of the Company’s comman stock on the
date of grant.

A non-employee director is automatically awarded 3,500 fully vested shares, or a lesser amount determined by
the directors, of the Company’s Common stock on each date the outside director is elected at an annual
shareholders’ meeting to serve as a director.

The outside directors were granted a total of 17,500 fully vested restricted stock awards for the years ended
December 31, 2007 and 2006. The weighted average fair value of these restricted stock grants was $25.10 and
$23.68 per share, respectfully.

Compensation expense recorded by the Company related to restricted stock awards was approximately
$439,000 and $414,000 for the years ended December 31, 2007 and 2006, respectively.

A summary of the restricted stock activity as of December 31, 2007 is presented below.

Weighted
Average
Weighted Remaining
Restricted Average Contractual Aggregate

Shares Fair Value Term Fair Value
Outstanding at January 1, 2007 . ... ... ... .... — 5 — - $ —
Granted. .. ........ ... 17,500 25.10 — 439,250
Vested . . oot (17,500) 25.10 — (439,250)
Canceled. ... ..... ... ... ... . .., — — — —
Outstanding at December 31,2007............ — 5 — 3 —

Stock issued as a result of restricted stock awards generally will be authorized but previously unissued
common stock.
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Note 13.
Earnings Per Common Share

The following table sets forth the computation of basic and diluted earnings per common share:
Year Ended December 31,

2007 2006 2005
In thousands, cxcept per share
amounts
Numerator for basic and diluted earnings per common share- net

income available to common stockholders:

Income from continuing operations . ...............oo0.n. $110,724 $10,715 $ 4,848
{Loss) income from discontinued operations ................ 31y 2,815 586

NELIMCOMIE « vttt ettt e e e e e et e e $110,693 $13,530 $ 5,434
Denominator:

Weighted average shares. . ......... ... it 10,653 10,403 10,122
Denominator for basic earnings per common share . .............. 10,653 10,403 10,122
Effect of dilutive securities:

Employee SIOCK OPtONS . ..o oot vvn i 317 406 370
Dilutive potential common shares . . . ... ... 317 406 370
Denominator for diluted earnings per common share-adjusted

weighted average shares and assumed CONVErSIONS. . . ...« ..o .. 10,970 10,809 10,492
Basic earnings per share:

Continuing OPErations . . ...« .v v vt ioerenner oo ens $ 1039 § 103 § 048

Discontinued OPErations . .. ... ... vv o {0.00) 0.27 0.06
Busic earnings per common share. .. ... o oo $ 1039 $ 130 § 054
Diluted earnings per share:

Continuing OPerations. . . ... vovvvoeecrnrror o $ 1009 § 099 $ 046

Discontinued OPETAHONS . .. ..o v oot n e vr et e {0.00) 0.26 0.06
Diluted earnings per common share . .............v i $ 1009 § 125 § 052

Weighted average shares issuable upon the exercise of stock options which were antidilutive and were not
included in the calculation were 22,000 and 2,000 in 2006 and 2003, respectively. There were no antidilutive shares
in 2007,
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Note 14.
Income Taxes

Significant components of the Company’s deferred tax liabilities and assets as of December 31, 2007 and 2006
are as follows:

2007 2006
In thousands

Deferred tax liabilities:

Deprecialion ... .. .. i e e e $1,638 $ 1,853
Derivative INSIFUMENLS . . ., .. .., .. it e i e s r e cannen — 50
INVentOTIES . . . ot e e e e 3,541 3,153
Total deferred tax liabilities . . .. ... ... .. i 5,179 5,056
Deferred tax assets:
Accounts receivable. . . .. ... ... e 919 833
Net operating loss carryforwards .. ............ .. ... .. ciiuuiin.... 920 1,455
Derivative instruments . . ... ... .. i e e e 62 —
Pension liability . . . ... ..o i e e e 411 335
Loss on investment . ... ... . ..ttt e e e - 107
Goodwill. . ..o e e e e e 376 433
Deferred compensation ... .. .. .. ... ..t i e e 1,527 969
State 1aX INCENIVES . . . .. oo e e e e 56 53
WAITANLY FESEIVE . . L o ottt et i et et et it e ettt se e eesnn 786 607
Other-net. . .o o e e e e e 25 —
Total deferred tax @8S€1S. . .. . v v v it e e e e e 5,082 4,792
Valuation allowance for deferred tax assets. .......................... 56 990
Deferred tax assels . ..ottt it e e e e 5,026 3,802
Net deferred tax Hability .. .......... it e $ (53 $(1,254)

Significant components of the provision for income taxes for continuing operations are as follows:

2007 2006 2005
In thousands

Current:

Federal . . ... .. . $55,471 $ 6,971 $ 786

1] 71 - R 3,418 348 72
TOtal CUITENE .« . . oottt et e et e e et e e e 58,889 7,319 858
Deferred:

Federal . .. ... ... ... i e e e (793) (1,803) 1,523

N3] 2 (309) (442) (205)
Total defermed .« oo o et e e e (1,102)  (2,245) 1,318
Total INCOME 1AX EXPENSE. . . - .\ttt it ie e et ie i ie e $57,787 $ 5,074 $2,176
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The reconciliation of income tax for continuing operations computed at statutory rates to income tax expense
(benefit) is as follows:
2007 2006 2005

T (o) T T R 35.0% 34.0% 34.0%
S1A1e INCOME LAX . o v v v e et e ee it e s a s es s aoasoans 1.7 1.6 3.7
Nondeductible eXpenses . .. .. ..ot 1.7y (1.5) (L.8)
Valuation alloOWaNCE . . . o v v v et et v e e i it a e 03 24 GO
(18,11 11 o PO IRI 02y 04 01

34.3% 321% 31.0%

At December 31, 2007 and 2006, the tax benefit of net operating loss carryforwards available for state income
tax purposes was approximately $920,000 and $1,455,000, respectively. The net operating loss carryforwards will
expire as follows:

Expires Year Amount
In thousands

D008 — 2006, . o e e e $126

0y A v R 100

10 .42 178

.1 7.4 T A A 204

D024 . o o 312
$920

Due to a change in the Company’s estimate of its ability to utilize its state tax net operating losses in future
periods, the Company reversed in 2007 the $830,000 in valuation allowance previously maintained related to these
net operating losses.

In 2007, the Company generated approximately $122,885,000 of capital gain on the sale of its investment in
the DM&E stock. This gain was partially offset by utilizing the remaining capital loss carryforward generated in
2003. Accordingly the Company was able to reverse in 2007 the $107,000 in valuation allowance related to this
capital loss carryforward.

The Company maintains a valuation allowance in the amount of $56,000 to fully reserve the deferred tax assets
related to state tax incentives that may not be realized prior to their expiration.

On January 1, 2007, the Company adopted the provisions of FIN 48 “Accounting for Uncertainty in Income
Taxes”. The adoption and implementation of FIN 48 resulted in a transition adjustment of $222,000 which was
accounted for as a reduction to the January 1, 2007 balance of retained earnings. This adjustment was comprised of
uncertain tax benefits of $54,000 (net of federal benefit on state issues), accrued interest of $110,000 and penalties
of $58.000.

The following table provides a reconciliation of unrecognized tax benefits as of December 31, 2007:

In thousands

Unrecognized tax benefits at January 1,2007 ......... ...t $522

Increases based on tax positions prior t0 2007 .. . ... ... . .l e i —
Increases based on tax positions related t0 2007, .. .. ... ... oo i —_
Decreases related to settlements with taxing authorities ........... ... ... oot —
Decreases as a result of a lapse of the applicable statute of limitations .. .............. 380

Balance as of December 31, 2007 . .. .. .. it e $142

The total amount of unrecognized tax benefits that, if recognized, would affect the effective tax rate is $92,000
at December 31, 2007. The Company accrues interest and penalties related to unrecognized tax benefits in its
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provision for income taxes. At December 31, 2007, the Company had accrued interest and penalties related to
unrecognized tax benefits of $193,000.

The Company files income tax returns in the United States and in various state, local and foreign jurisdictions.
At December 31, 2007, the Company had been examined by the Internal Revenue Service through calendar year
2004. The Company is subject to federal income tax examinations for the period 2005 forward. With respect o the
state, local and foreign filings, the Company is generally subject to income tax examinations for the periods 2003
forward.

Note 15.
Rental and Lease Information

The Company has capital and operating leases for certain plant facilities, office facilities, and equipment.
Rental expense for the years ended December 31, 2007, 2006, and 2005 amounted to $3,722,000, $3,497,000 and
$3,502,000, respectively. Generally, land and building leases include escalation clauses.

On December 28, 2005, the Company entered into a $1,281,000 sale-leaseback transaction whereby the
Company sold and leased back certain assets of the Grand Island, NE facility. The resulting lease is being accounted
for as an operating lease. There was a gain of $23,000 recorded on the sale. The lease base term is six years, with an
early buy-out option after five years and a purchase option at the end of the base term. The interest rate for this
transaction is 5.88%.

The following is a schedule, by year, of the future minimum payments under capital and operating leases,
together with the present value of the net minimum payments as of December 31, 2007:

Capital Operating

Leases Leases
In thousands
Year ending December 31,
2008 L e e e e e e $ 385 § 1953
2000 e e e 3,552 1,708
2000 L e e 3,509 1,649
723 1,572 1,633
2002 and thereafter. ... ... L e 1,427 3,919
Total minimum lease payments. . . ... ... .. . i 13,955  $10,862
Less amount representing interest . , .. ... .. oottt i it e 1,845
Total present value of minimum payments .. ....... .. ..... ..., ....... 12,119
Less current portion of such ebligations . ... ...... .. ... ... ... . ..., 3,133
Long-term obligations with interest rates ranging from 5.58% to 13.62%. . . .. $ 8,977
Assets recorded under capital leases are as follows:
2007 2006
In thousands
Machinery and equipment at COSL . .. ... .. ... .. e $i.114 %1114
Bulldings . .. .. L e 399 399
Land . . e e e s 219 219
1,732 1,732
Less accumulated amortization ... .. ... ... e 830 734
Net capital 1835 SSELS . . . .ottt ettt e e $ 902 § 998




Note 16.

Retirement Plans

The Company modified certain of its qualified retirement plans on March 1, 2007 and currently has four plans
which together cover its hourly and certain of its salaried employees; specifically two defined benefit plans {one
active / one frozen) and two defined contribution plans. Employees are eligible to participate in these specific plans
based on their employment classification. The Company’s funding to the defined benefit and defined contribution
plans is governed by the Employee Retirement Income Security Act of 1974 {ERISA), applicable plan policy and
investment guidelines. The Company policy is to contribute at least the minimum funding required by ERISA.

Defined Benefit Plans

The following tables present a reconciliation of the changes in the benefit obligation, the fair market value of
the assets and the funded status of the plans:

20072006
In thousands

Changes in benefit obligation:

Benefit obligation at beginning of year .. ... ... ... ... i $3,908 $3,844
SEIVICE COSE & v v e it e et e e e e 23 57
TNEEIESE COSL « & v vt v et et it et et i e e 221 217
Actuarial gains (JOSSES). ...\ vt e 63 (75)
Benefits paid .. ... ...ttt (130) (135)
Benefit obligation atend of year . ... ... ... ... ..o $4,085  $3,908
Change to plan assets:

Fair value of assets at beginning of year ... ..... .. ... ... . . 0 $3.290 %2930
Actual gainon plan assets. . .. ... ..o 256 355
Employer contribution . ......... ... .. i 208 140
Benefits paid .. ... ... . . e e (130) (135)
Fair value of assetsatend of vear . .. ..... ... ... .. i $3,624  $3,290
Funded status atend of year . . ....... .. o $ (461 § (618)
Amounts recognized in the statement of financial position consist of:

Noncusrent Habilities . ..o oo v ot et $ 461y $ (618)

Amounts recognized in accumulated other comprehensive income consist of:

INEL 085 & o vt ot e s e e et et e e e ettt e e e $1,036 $1,021
Net transition @SBl . . . .. v v v vttt it e e e ettt (D (6)
PrHOT SEIVICE COSL & o v v oo i i r e et it e e e te e aa e et i e s 12 19

$1.047 $1,034

On December 31, 2006, the Company adopted the recognition and disclosure provisions of SFAS. No. 158,
“Employers’ Accounting for Defined Benefit Pension Plans and Other Postretirement Plans” — an amendment of
FASB Statements No. 87, 88, 106, and 132(R). SFAS No. 158 required the Company to recognize the funded status
of its defined benefit plans in the consolidated balance sheet, with a corresponding adjustment to accumulated other
comprehensive income, net of tax. The adjustment to accumulated other comprehensive income at adoption
represented the net unrecognized actuarial losses, unrecognized prior service costs, and unrecognized transition
assets remaining from the initial adoption of SFAS No. 87.
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The transition asset, prior service cost, and actuarial loss included in accumulated other comprehensive loss
and expected to be recognized in net periodic pension cost during 2008 are $(1,000), $7,000 and $49,000;
respectively, before taxes.

Net periodic pension costs for the three years ended December 31, 2007 are as follows:

2007 2006 2005

in thousands

Components of net periodic benefit cost:

S BTVICE COSt. . o ot it e S 24 51 % 58
Interest cost. . . .. .. . e 221 217 210
Expected return on plan assets . . .. . ... .. ..o .. e (259) (227) (206)
Amortization of prior service cost .. .. ... .. L e 7 8 9
Amortization of net transition asset . ... ... ... . e (5) 9) (9
Recognized net actuarial gain . ........... ... ... .. ... ivuinnn.. 50 70 63
Net periodic benefit cost ... ... .. i it i e e e 5 38 116 $125

Assumptions used to measure the projected benefit obligation for the three years ended December 31, 2007

were:
000 2006 2008
Assumed diSCOUnt Tate . . .. .. ... e ﬁ% 5._2% ﬁ%
Expected rate of returnon plan assets. ... ....... ... . i e Lié% g% z_;_z_g%

The expected long-term rate of return is based on numerous factors including the target asset allocation for
plan assets, historical rate of return, long-term inflation assumptions, and current and projected market conditions.

Amounts applicable to the Company’s pension plans with accumulated benefit obligations in excess of plan
assets are as follows:

2007 2006 2005
In thousands
Projected benefit obligation. . ... ... L. L $4,085 $3908 33844
Accumulated benefit obligation . . ........... ... ... ... ... ... 4,085 3,908 3,844
Fair value of plan assets ... ....... ... .ttt inieenrnnnnennss 3,624 3,290 2,930

The hourly plan assets consist primarily of various fixed income and equity investments. The Company’s
primary investment objective is to provide long-term growth of capital while accepting a moderate level of risk. The
investments are limited to cash and equivalents, bonds, preferred stocks and common stocks. The investment target
ranges and actual allocation of pension plan assets by major category at December 31, 2007 and 2006, are as

follows:
Target 2007 2006
Asset Category
Cashandcashequivalents. ... ....... ... . ... ... . e, 0-10% 22% 17%
Fixedincome funds. . ..... ... ... ... .. . .. ... . ... 30-50% 21 24
Equities .. .......oviviiii P 50-70% 357 59
Total. . .o g% g%

The Company expects to contribute $311,000 to its defined benefit plans in 2008.
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The following benefit payments are expected to be paid:

Pension
Benefits
In thousands
2 0 S I $ 140
2000 . . e et e 145
.10 1 0 A R 152
11 N T A T I I T 159
. ) i 165
Years 2013-2017 .o e e e s 1,093

Defined Contribution Plans

Effective March 31, 2007, the Company merged its non-union hourly and salaried defined contribution plans
into one plan covering all non-union workers and salaried employees. This defined contribution plan contains a
matched savings provision that permits both pretax and after-tax employee contributions. Participants can
contribute, subject to statutory limitations, between 1% and 75% of cligible pre-tax pay and 1% and 100% of
eligible after-tax pay.

The Company’s employer match is 100% of the first 1% of deferred eligible compensation and up to 50% of
the next 6%, based on years of service, of deferred eligible compensation, for a total maximum potential match of
4%. The Company may also make discretionary contributions to the plan. The expense associated with this plan was
$1,845,000 in 2007, $1,592,000 in 2006, and $1,042,000 in 2003.

The Company also has‘a defined contribution plan for union hourly employees with contributions made by
both the participants and the Company based on various formulas. The expense associated with this plan was
$42,000 in 2007, $58,000 in 2006, and $60,000 in 2005.

Note 17.
Commitments and Contingent Liabilities

The Company is subject to laws and regulations relating to the protection of the environment, and the
Company’s efforts to comply with environmental regulations may have an adverse effect on its future earnings. In
the opinion of management, compliance with the present environmental protection laws will not have a material
adverse effect on the financial condition, results of operations, cash flows, competitive position, or capital
expenditures of the Company.

The Company is subject to legal proceedings and claims that arise in the ordinary course of its business. In the
opinion of management, the amount of ultimate liability with respect to these actions will not materially affect the
financial condition or liquidity of the Company. The resolution, in any reporting period, of one or more of these
matters could have a material effect on the Company’s results of operations for that period.

In 2000, one of the Company’s subsidiaries sold concrete railroad crossing panels to a general contractor on a
Texas transit project. Certain panels deteriorated and the owner repiaced all of the panels provided by the subsidiary.
An administrative judge found that the general contractor was liable to the owners for alleged defects, among other
matters, in the panels. The Company negotiated a settlement with the contractor releasing any claims that the
contractor may have against the Company in exchange for the Company releasing a $300,000 account receivable
and paying the contractor $50,000. These amounts were fully reserved at December 31, 2007.

In the second quarter of 2004, a gas company fited a complaint against the Company in Allegheny County, PA,
alleging that in 1989 the Company had applied epoxy coating on 25,000 feet of pipe and that, as a resuit of
inadequate surface preparation of the pipe, the coating had blistered and deteriorated. The Company does not
believe that the gas company’s alleged problems are the Company’s responsibility. Although no assurances can be
given, the Company believes that it has meritorious defenses to such claims and will vigorously defend against such
a suit.
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At December 31, 2007 the Company had outstanding letters of credit of approximately $3,267,000,

Note 18.
Business Segments

L.B. Foster Company is organized and evaluated by product group, which is the basis for identifying reportable
segments.

The Company is engaged in the manufacture, fabrication and distribution of rail, construction and tubular
products.

The Company’s Rail segment provides a full line of new and used rail, trackwork and accessories to railroads,
mines and industry. The Rail segment also designs and produces concrete railroad ties, insulated rail joints, power
rail, track fasteners, coverboards and special accessories for mass transit and other rail systems.

The Company’s Construction segment sells and rems sieel sheet piling, H-bearing pile, and other piling
products for foundation and earth retention requirements. In addition, the Company’s Fabricated Products division
sells bridge decking, bridge railing, structural steel fabrications, expansion joints and other products for highway
construction and repair. The Buildings division produces precast concrete buildings. In February 2000, the
Company sold substantially all of the assets of its former Geotechnical division, and the operations were classified
as discontinued. See Note 5, Discontinued Operations.

The Company’s Tubular segment supplies pipe coatings for natural gas pipelines and utilities. Additionally,
this segment produces threaded pipe products for industrial water well and irrigation markets. This segment also
sells micropiles for construction foundation repair and slope stabilization.

The Company markets its products directly in ali major industrial areas of the United States, primarily through
a national sales force.

The following table illustrates net sales, profits, assets, depreciation/amortization and expenditures for long-
lived assets of the Company by segment. Segment profit is the earnings before income taxes and includes internal
cost of capital charges for assets used in the segment at a rate of, generally 1% per month. The accounting policies of
the reportable segments are the same as those described in the summary of significant accounting policies except
that the Company accounts for inventory on a First-In, First-Out (FIFO) basis at the segment level compared to a
Last-In, First-Out (LIFQ) basis at the consolidated level.

2007
Expenditures
Net Segment Segment Depreciation/  for Long-Lived
Sales Profit Assets Amortization Assets
In thousands
Rall Products. . ..................... $260,634 $14508 $ 97,511 $6,213 $3.244
Construction Products .. .............. 211,867 18,227 97,801 1,446 1,144
Tubular Products . .. ................. 36,480 7,765 9,457 582 521
Total .. ... $508,981  $40,500  $204,769 $8,246 $4,909
2006
Expenditures
Net Segment Segment Depreciation/  for Long-Lived
Sales Profit Assets Amortization Assets
In thousands
Rail Products. . .. ................... $189,236  $ 6,147 $114,766 $3,869 $14,342
Construction Products ... ... ... ...... 180,797 12,172 86,007 1,503 1,375
Tubular Products . . .................. 19,755 1,870 9,605 440 639
Total . ... i e $389,788  $20,189  $210,378 $5,812 $16,356

58




2005

Expenditures
Net Segment Segment Depreciation/ for Long-Lived
Sales Profit Assets Amortization Assets
In thousands
Rail Products .. .............. $157,765 $4,495 $ 66,400 $2,538 $14,181
Construction Products. . ... ... .. 147,401 2,965 74,873 1,480 1,026
Tubular Products ............. 20,824 2,413 9,824 409 671
Total « oo $325990 $9,873  $151,097 $4,427 $15.878

In 2007, one customer accounted for 11.1% of consolidated net sales. Sales 1o this customer were recorded in
the Rail and Construction segments and were approximately $56,450,000. During 2006 and 2005, no single
customer accounted for more than 10% of the Company’s consolidated net sales. Sales between segments are

immaterial.
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Reconciliations of reportable segment net sales, profits, assets, depreciation/amortization, and expenditures
for long-lived assets to the Company’s consolidated totals are illustrated as follows:

2007 2006 2005
In thousands

Net Sales from Continuing Operations:
Total for reportable segments . ... ...t ... $508,981  $389,788  $325.990
Othermetsales. . ........ ... ... .. .. — — —
Total .. $508,981  $380,788  $325,990
Income from Continuing Operations:
Total for reportable segments . .. ......... ... . .eo... $ 40500 $ 20,189 $ 9,873
Adjustment of inventory to LIFO . . ... .................. (1,463) (915) (1,525)
Unallocated dividend income . ............... ... ....... 9214 990 990
Unallocated gain on sale of DM&E investment............. 122,885 — -
Unallocated interest income ... ........covviniinen.. 1,196 4 1
Unallocated otherincome . . ... .............. .. .. v.n. 267 251 295
Other unallocated amounts . .. ... ............... .. ..... (4,088) (4,730) (2,610)
Income from continuing operations before income taxes . . . . .. $168,511 $ 15788 § 7,024
Assets:
Total for reportable segments . .. ........... .. ... .. ..... $204,769  $210,378  $151,097
Unallocated corporate assets. . . ........................ 128,952 27,055 21,206
LIFO and corporate inventory reserves .. ., . .....ouoen.n. (8,805 (7,342) (6,427)
Unallocated property, plant and equipment ... ............. 5,856 5,742 1,571
Net assets of discontinued operations . ................... — — 5421
Total ASSEES . ..t v it i e $330,772 $235833 $178,868
Depreciation/Amortization:
Total reportable forsegments . .. ....................... $ 8246 $ 53812 § 4427
Other. . ... . e 376 332 344
Total . . e $ 8622 3 6144 § 4771
Expenditures for Long-Lived Assets:
Total for reportable segments . ... .......... ... ......... $ 4909 $ 16356 § 15878
Expenditures financed under capital leases ... ............. (101) (58) (1,200}
Otherexpenditures . . ... ... ... .. i, 455 712 383
Total ... e $ 5263 §$17,010 § 15061

Approximately 96% of the Company’s total net sales during 2007 were to customers in the United States, and a
majority of the remaining sales were to customers located in other North American countries,

At December 31, 2007, all of the Company’s long-lived assets were located in the United States.
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Note 19.
Quarterly Financial Information (Unaudited)

Quarterly financial information for the years ended December 31, 2007 and 2006 is presented below:

2007

First Second Third Fourth
Quarter Quarter  Quarter(1) Quarter(2) Total

In thousands except per share amounts

Netsales ..o vvvt e $110,666 $148,547 $135,753 3$114,015 $508,981
Grossprofit . . ... ..ooovi i $ 14,190 $ 21,238 § 20,994 § 19,961 § 76,383
Income from continuing operations. . . ...... $ 3,002 $ 6849 § 14,549 $ 86,234 $110,724
Income (loss) from discontinued operations .. $ 83 IR (18) $ % an
NEtinCOmME . ..ot vt et ceea e ieens $ 3,100 $ 6,830 % 14,531 § 86,232 $110,693
Basic earnings {loss) per common share:

From continuing operations . ........... $ 0298 065% 137 % 798 5 1039

From discontinued operations . . .. ....... $ 000 % (0O0S (0O0)S$ (0.00)S5 (0.00)
Basic earnings per common share. ... ...... $ 029 % 064 % 136 8§ 798 % 1039

Diluted earnings (loss) per common share:

From continuing operations ............ $ 028% 063 % 1323% 779 % 1009
From discontinued operations ... ........ $ 000 % (COS (0O0)S (0.00)$ (0.00)
Diluted earnings per common share . ....... $ 028 % 063 % 132 % 779 % 10.09

(1) Includes $8,472,000 in previously unrecorded dividend income from the announcement of the sale of the
Company’s investment in the DM&E.

(2) Includes a $122,885,000 gain from the consummation of the sale of the Company's investment in the DM&E.

2006
First Second Third Fourth
Quarter(3) Quarter Quarter Quarter Total
In thousands except per share amounts

NetsaleS. ..ot nee ey $84,155 $99,313 $95.868 $110,452 $389,788
Gross profil. . .. .o $ 9.804 $13445 513,800 $ 14,452 § 51,591
Income from continuing operations .......... $ 1,206 $ 3,079 $ 3440 § 2990 $ 10,715
Income (loss) from discontinued operations . ... $ 2,678 $ (97)§ 1258 $ (24) § 2815
Netincome . ...t e e e eiianees $ 3884 $ 2982 $3698 $ 296 5 13,530
Basic earnings (loss) per common share:

From continuing operations .............. $ 012 $ 030 $ 033 § 028 % LO3

From discontinued operations. ............ $ 026 % (0.01)$ 002 $ 000 5 027
Basic earnings per common share .. ......... $ 038 $ 029 § 035 % 028 % 130
Diluted earnings (loss) per common share:

From continuing operations .............. $ 011 $ 029 & 032 % 027 % 099

From discontinued operations. . ........... $ 025 $ 0ONS$ 002 & 000 $ 026
Diluted earnings per common share . . ........ $ 036 $ 028 $ 034§ 027 § 125

(3) Includes a $3,005,000 gain from the sale of the Company's former Geotechnical division which was classified
as a discontinued operation.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.
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ITEM 9A. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

L. B. Foster Company (the Company) carried out an evaluation, under the supervision and with the
participation of the Company’s management, including the Chief Executive Officer and the Chief Financial
Officer, of the effectiveness of the design and operation of the Company’s disclosure controls and procedures (as
defined in Rules 13a — 15(e) under the Securities and Exchange Act of 1934, as amended (the Exchange Act)) as of
the end of the period covered by this report. Based on that evaluation, the Chief Executive Officer and Chief
Financial Officer concluded that the Company’s disclosure controls and procedures were effective as of the end of
the period covered by this report. There were no significant changes in internal control over financial reporting (as
defined in Rule 13a-15f under the Exchange Act) that occurred during the fourth guarter of 2007 that have
materially affected, or are reasonably likely to materially affect, the Company’s internai control over financial
reporting.

Managements’ Report on Internal Control Over Financial Reporting

The management of L. B. Foster Company is responsible for establishing and maintaining adequate internal
control over financial reporting, as such term is defined in Exchange Act Rules 13a — 15(f). L. B. Foster
Company'’s internal control system is designed to provide reasonable assurance to the Company’s management and
Board of Directors regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with accounting principles generally accepted in the United States. All internal
control systems, no matter how well designed, have inherent limitations. Accordingly, even effective controls can
provide only reasonable assurance with respect to financial statement preparation and presentation.

L. B. Foster Company’s management assessed the effectiveness of the Company’s internal control over
financial reporting as of December 31, 2007. In making this assessment, management used criteria set forth by the
Committee of Sponsoring Organizations of the Treadway Commission (COSQ) in Internal Control-Integrated
Framework. Based on this assessment, management concluded that the Company maintained effective internal
control over financial reporting as of December 31, 2007.

Ernst & Young LLP, the independent registered public accounting firm that also audited the Company’s
consolidated financial statements has issued an attestation repert on the Company’s internal control over financial
reporting. Emnst & Young’s attestation report on the Company’s internal control over financial reporting appears in
Part I, Item 8 of this Annual Report on Form 10-K and is incorporated herein by reference.

ITEM 9B. OTHER INFORMATION

None,

PART 111

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

Pursuant to instruction G(3) to Form 10-K, the information required by Item 401 of Regulation 5-K is
incorporated herein by reference from the Company’s definitive proxy statement.

The information required by Item 10 with respect to the Executive Officers of the Company has been included
in Part ! of this Form 10-K (as Item 4A)in reliance on Instruction G(3) of Form 10-K and Instruction 3 to ltem 401(b)
of Regulation S-K.

Pursuant to instruction G(3) to Form 10-K, information required by Item 407(c)(3), (d)(4) and (d)(5) of
Regulation $-K is incorporated herein by reference from the Company’s definitive proxy statement.

Pursuant to instruction G(3) to Form 10-K, the information concerning compliance with Section 16(a) of the
Securities Act of 1933 by officers and directors of the Company set forth under the heading entitled “Section 16(a)
Beneficial Reporting Compliance” in the Company’s definitive proxy statement to be filed within 120 days
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following the end of the fiscal year covered by this report is incorporated herein by reference from the Company’s
definitive proxy statement.

Information regarding our Code of Ethics set forth under the caption “Code of Ethics” in Item 4A of Part I of
this Form 10-K is incorporated herein by reference.
ITEM 11. EXECUTIVE COMPENSATION
The information required by Item 402 of Regulation S-K and paragraphs (e)(4) and (¢)(5) of Item 407 of
Regulation S-K is incorporated herein by reference from the Company’s definitive proxy statement.
ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS
The information required by ltem 201(d) of Regulation S-K and by Item 403 of Regulation S-K is incorporated
herein by reference from the Company’s definitive proxy statement.
ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE

None,

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by Item 404 of Regulation S-K is incorporated herein by reference from the
Company’s definitive proxy statement,

PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

The following documents are filed as a part of this Report:

1. Financial Statements
The following Reports of Independent Registered Public Accounting Firm, consolidated financial statements,
and accompanying notes are included in Item 8 of this Report:

Reports of Independent Registered Public Accounting Firm.

Consolidated Balance Sheets as of December 31, 2007 and 2006.

Consolidated Statements of Operations for the Years Ended December 31, 2007, 2006 and 2005.
Consolidated Statements of Cash Flows for the Years Ended December 31, 2007, 2006 and 2005.

Consolidated Statements of Stockholders” Equity for the Years Ended December 2007, 2006 and
200s.

Notes to Consolidated Financial Statements.

2. Financial Statement Schedule
Schedules for the Three Years Ended December 31, 2007, 2006 and 2005:
V — Valuation and Qualifying Accounts.

The remaining schedules are omitted because of the absence of conditions upon which they are required.
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L. B. FOSTER COMPANY AND SUBSIDIARIES

SCHEDULE V VALUATION AND QUALIFYING ACCOUNTS
FOR THE YEARS ENDED DECEMBER 131, 2007, 2006, AND 2005

Additions
Balance at  Charged to Balance
Beginning Costs and at End
of Year Expenses Other Deductions of Year
{In thousands)
2007
Deducted from assets to which they apply:
Allowance for doubtful accounts. ... ........... $1,172 $ 332 3— $ —() $1,504
Inventory valuation reserve................... $2,327 $1,986 $— $496(2) $3,817
Not deducted from assets:
Provision for special termination benefits .. ... ... $ 24 3 1 $— $103)) § 15
Provision for environmental
compliance & remediation .. ............... $ 557 $ 91 $— $47¢H $ 601
2006
Dedncted from assets to which they apply:
Allowance for doubtful accounts. . ............. $ 922 $ 262 $— $ 12(1) $L,172
Inventory valuation reserve. . ................. $1,663 $1,001 $— $337(2) $2,327
Not deducted from assets:
Provision for special termination benefits .. ... ... $ 43 3 2 $— $213) § 24
Provision for environmental compliance &
remediation ............... ... ... ... . .. $ 629 5 7 $— $ 7% S 557
2005
Deducted from assets to which they apply:
Allowance for doubtful accounts. . ... .......... $1,018 $ (69) — $27¢(1) § 922
Inventory valuation reserve. . ................. 51,416 $ 921 $— $674(2) $1,663
Not deducted from assets:
Provision for special termination benefits .. ... ... $ 98 $ 14 $— $69(3)y $ 43
Provisien for environmental compliance &
remediation . ........... . ... ... $ 365 $ 326 $— $ 62(4) $ 629

(1) Notes and accounts receivable written off as uncollectible.

(2) Reductions of inventory valuation reserve result from physical inventory shrinkage and write-down of slow-
moving inventory to the lower of cost or market.

(3) Reduction of special termination provisions result from payments 1o severed employees.
(4) Payments made on amaounts accrued.




3. Exhibits

The Exhibits marked with an asterisk are filed herewith. All exhibits are incorporated herein by reference:
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* 3.2

4.0

4.1

10.0

10.0.1

10.0.3

10.12

10.12.1

10.12.2

10.12.3

10.12.4

10.12.5

10.13

*10.13.1

10.14

10.15

10.15.1

10.16

*10.17

Restated Certificate of Incorporation, filed as Exhibit 3.1 to Form 10-Q for the quarter ended March 31,
2003.

Bylaws of the Registrant, as amended and filed as Exhibit 3.2.

Rights Amendment, dated as of May 15, 1997 between L. B. Foster Company and American Stock
Transfer & Trust Company, including the form of Rights Certificate and the Summary of Rights attached
thereto, filed as Exhibit 4.0 to Form 10-K for the year ended December 31, 2002.

Rights Amendment, dated as of October 24, 2006, between L. B. Foster Company and American Stock
Transfer & Trust Company, including the form of Rights Certificate and the Summary of Rights attached
thereto, filed as Exhibit 4B to Form 8-K on October 27, 2006.

Amended and Restated Revolving Credit Agreement dated May 5, 2005, between Registrant and PNC
Bank, N.A., LaSalle Bank N.A., and First Commonwealth Bank, filed as Exhibit 10,0 to Form 10-Q for
the quarter ended March 31, 2005.

First Amendment to Revolving Credit and Security Agreement dated September 13, 2005, between
Registrant and PNC Bank, N.A., LaSalle Bank N.A., and First Commonwealth Bank, filed as
Exhibit 10.0.1 to Form 8-K on September 14, 2005.

Third Amendment to Revolving Credit and Security Agreement dated February 8, 2007, between
Registrant and PNC Bank, N.A., LaSalle Bank N.A., and First Commonwealth Bank, filed as
Exhibit 10.0.3 to Form 8-K on February 9, 2007.

Lease between CXT Incorporated and Pentzer Development Corporation, dated April |, 1993, filed as
Exhibit 10.12 to Form 10-K for the year ended December 31, 2004,

Second Amendment dated March 12, 1996 to lease between CXT Incorporated and Crown West Realty,
LLC, successor, filed as Exhibit 10.12.1 to Form 10-K for the year ended December 31, 2004

Third Amendment dated November 7, 2002 to lease between CXT Incorporated and Crown West Realty,
LLC, filed as Exhibit 10.12.2 to Form 10-K for the year ended December 31, 2002,

Fourth Amendment dated December 15, 2003 to lease between CXT Incorporated and Crown
West Realty, LLC, filed as Exhibit 10.12.3 to Form 10-K for the year ended December 31, 2003.
Fifth Amendment dated June 29, 2004 to lease between CXT Incorporated and Park SPE, LLC, filed as
Exhibit 10.12.4 to Form 10-K for the year ended December 31, 2004,

Sixth Amendment dated May 9, 2006 to lease between CXT Incorporated and Park SPE, LLC, filed as
Exhibit 10.12.5 to Form 10-Q for the quarter ended June 30, 2006.

Lease between CXT Incorporated and Crown West Realty, LL.C, dated December 20, 1996, filed as
Exhibit 10.13 to Form 10-K for the year ended December 31, 2004.

Amendment dated June 29, 2001 between CXT I[ncorporated and Crown West Realty, filed as
Exhibit 10.13.1.

Lease of property in Tucson, AZ between CXT Incorporated and the Union Pacific Railroad Company
dated May 27, 2005, filed as Exhibit 10.14 to Form 10-Q for the quarter ended June 30, 2005,

Lease of property in Grand Island, NE between CXT Incorporated and the Union Pacific Railroad
Company, dated May 27, 2005, and filed as Exhibit 10.15 to Form 10-Q for the quarter ended June 30,
2005

Industry Tract Contract between CXT Incorporated and the Union Pacific Railroad Company, dated
May 27, 2005, filed as Exhibit 10.15 to Form 10-Q for the quarter ended June 30, 2005.

Lease Agreement dated March 3, 2008 between CCI -B Langfield I, LLC, as Lessor, and Registrant as
Lessee, related to Registrant’s threading operation in Herris County, Taxes and filed as Exhibit 10.16 to
Form 8-K on March 7, 2008.

Lease between Registrant and the City of Hillsboro, TX dated February 22, 2002, and filed as
Exhibit 10.17.
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*23

*31.1
*31.2
*32.0

Lease between Registrant and American Cast Iron Pipe Company for pipe-coating facility in
Birmingham, AL, dated December 11, 1991, filed as Exhibit 10.19 to Form 10-K for the year
ended December 31, 2002.

Amendment to Lease between Registrant and American Cast Iron Pipe Company for pipe-coating
facility in Birmingham, AL dated November 15, 2000, and filed as Exhibit 10.19.1 to Form 10-Q for the
quarter ended March 31, 2006.

Equipment Purchase and Service Agreement by and between the Registrant and LaBarge Coating LL.C,
dated July 31, 2003, and filed as Exhibit 10.20 to Form 10-Q for the quarter ended September 30, 2003.

Agreement for Purchase and Sales of Concrete Ties between CXT Incorporated and the Union Pacific
Railroad dated January 24, 2005, and filed as Exhibit 10.21 to Form 10-K for the year ended
December 31, 2004.

Amendment to Agreement for Purchase and Sales of Concrete Ties between CXT Incorporated and the
Union Pacific Railroad dated October 28, 2005, and filed as Exhibit 10.21.1 to0 Form 8-K on
November 14, 2005,

Asset Purchase Agreement by and between the Registrant and The Reinforced Earth Company dated
February 15, 2006, filed as Exhibit 10.24 to Form 10-K for the year ended December 31, 2005.

Amended and Restated 1985 Long-Term Incentive Plan as of May 25, 2005, filed as Exhibit 10.33.2 to
Form 10-Q for the quarter ended June 30, 2005.**

Amended and Restated 1998 Long-Term Incentive Plan as of May 25, 2005, filed as Exhibit 10.34 to
Form 10-Q for the quarter ended June 30, 2005.**

Amendment, effective May 24, 2006, to Amended and Restated 1998 Long-Term Incentive Plan as of
May 25, 2003, filed as Exhibit 10.34.1 to Form 8-K on May 31, 2006.**

Medical Reimbursement Plan (MRP1) effective January 1, 2006, filed as Exhibit 10.45 to Form 10-K for
the year ended December 31, 2005.**

Medical Reimbursement Plan (MRP2) effective January 1, 2006, filed as Exhibit 10.45.1 to Form 10-K
for the year ended December 31, 2005, **

Leased Vehicle Plan as amended and restated on September 1, 2007, filed as Exhibit 10.46 to Form 10-Q
for the quarter ended September 30, 2007, **

Supplemental Executive Retirement Plan as Amended and Restated on January 1, 2005, filed as
Exhibit 10.51 to Form 8-K on December 8, 2005.%*

Directors’ resolution dated May 24, 2006, under which directors’ compensation was established, filed as
Exhibit 10.53 to Form 8-K on May 31, 2006.%*

Management Incentive Compensation Plan for 2007, filed as Exhibit 10.55 to Form 8-K on March 8,
2007 *+*

2005 Three Year Incentive Plan, filed as Exhibit 10.56 to Form 8-K on May 31, 2005.**

2006 Omnibus Incentive Plan, effective May 24, 2006, filed as Exhibit 10.57 to From 8-K on May 31,
2006.**

Special Bonus Arrangement, effective May 24, 2006, filed as Exhibit 10.58 to Form 8-K on May 31,
2006.**

Exhibits marked with an asterisk are filed herewith.

Consent of Independent Auditors.

Certification of Chief Executive Officer under Section 302 of the Sarbanes-Oxley Act of 2002.
Certification of Chief Financial Officer under Section 302 of the Sarbanes-Oxley Act of 2002,

Certification of Chief Executive Officer and Chief Financial Officer under Section 906 of the Sarbanes-
Oxley Act of 2002.

* Exhibits marked with an asterisk are filed herewith.

** Identifies management contract or compensatory plan or arrangement required to be filed as an Exhibit.

A

Portions of the exhibit have been omitted pursuant to a confidential treatment request.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

March 10, 2008

following persons on behalf of the Registrant and in the capacities and on the dates indicated.

By:

By:

By:

By:

By:

By:

By:

By:

By:

L. B. FOSTER COMPANY

By: /s/ Stan L. Hasselbusch

{Stan L. Hasselbusch,

President and Chief Executive Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the

Name

/s/ Lee B. Foster II

(Lee B. Foster II)

/s/ Stan L. Hasselbusch

(Stan L. Hasselbusch)

/s/  Henry J. Massman IV

(Henry J. Massman IV)

fs/ G, Thomas McKane

(G. Thomas McKane)

fs/  Diane B. Owen

(Diane B. Owen)

fs/ Linda K. Patterson

(Linda K. Patterson)

/s/  John W. Puth

(John W. Puth)

/s/ William H. Rackoff

(William H. Rackoff)

Is/ David J. Russo

(David J. Russo)

Position

Chairman of the Board and Director

President, Chief Executive Officer and

Director

Director

Director

Director

Controller

Director

Director

Sentor Vice President, Chief Financial
Officer and Treasurer
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March 10, 2008

March 10, 2008

March 10, 2008

March 10, 2008

March 10, 2008

March 10, 2008

March 10, 2008

March 10, 2008

March 10, 2008




Exhibit 31.1

Certification under Section 302 of the
Sarbanes-Oxley Act of 2002

I, Stan L. Hasselbusch, President and Chief Executive Officer of L. B. Foster Company, certify that:
1. T have reviewed this Report on Form 10-K of L. B. Foster Company;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state
a material fact necessary to make the statements made, in light of the circumstances under which statements were
made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as
of, and for, the periods presented in this report;

4, The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d — 15(e)} and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f}) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures
to be designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the
period covered by this report based upon such evaluation; and

(d) Disciosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an
annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal
control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

March 10, 2008 fs/  Stan L. Hasselbusch
Name: Stan L. Hasselbusch
Title;  President and Chief Executive Officer
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Exhibit 31.2

Certification under Section 302 of the
Sarbanes-Oxley Act of 2002

I, David J. Russo, Senior Vice President, Chief Financial Officer and Treasurer of L. B. Foster Company,
certify that: '

1. I have reviewed this Report on Form 10-K of L. B. Foster Company;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state
a material fact necessary to make the statements made, in light of the circumstances under which statements were
made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as
of. and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d — 15(e)} and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures
to be designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

(b) Designed such internal control aver financial reporting, or caused such internal control aver financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the
period covered by this report based upon such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an
annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal
control over financial reporting; and

5. The registrant’s other certifying officer and [ have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

March 10, 2008 /s/  David J. Russo
Name: David J. Russo

Title:  Senior Vice President,
Chief Financial Officer and Treasurer
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Exhibit 32.0

CERTIFICATE PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of L. B. Foster Company (the “Company’’) on Form 10-K for the period
ended December 31, 2007, as filed with the Securities and Exchange Commission on the date hereof (the “Report”),
the undersigned certify pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 that:

(1) The Report fully complies with the requirements of Section 13{a) or 15(d) of the Securities Exchange
| Act of 1934; and

(2) The information contained in this Report fairly presents, in all material respects, the financial
condition and results of operations of the Company.

Date: March 10, 2008 By: /s/ Stan L. Hasselbusch

Stan L. Hasselbusch
President and Chief Executive Officer

Date: March 10, 2008 By: /s/ David J. Russo
David J. Russo
Senior Vice President,
Chief Financial Officer and Treasurer
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CORPORATE OFFICERS

Lee B. Foster I1
Chairman of the Board

Stan L. Hasselbusch
President and Chief Executive Officer

Merry L. Brumbaugh

Vice President, Tubular Products

Samuel K. Fisher

Senior Vice President, Rail Products

Donald L. Foster

Senior Vice President, Construction Products

Kevin R. Haugh

Vice President, Concrete Products

John F Kasel

Senior Vice President, Operations and Manufacturing

Brian H. Kelly

Vice President, Human Resources

Gregory W. Lippard
Vice President, Rail Producrt Sales

Linda K, Patterson

Controfler

David J. Russo
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David L. Voltz
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LBFoster
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